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circumstances, a U.S. industry would no 
longer be threatened with material 
injury if the finding of dumping »
regarding electric golf cars from Poland 
were revoked. The Commission 
published their determination in the 
Federal Register on June 11,1980 (45 
Fed. Reg. 39581). Therefore, the 
Department of Commerce, as 
administering authority, revokes the 
antidumping duty finding with respect to 
all merchandise entered, or withdrawn 
from warehouse, for consumption on or 
after June 11,1980. The Department will 
instruct Customs offices to proceed with 
liquidation of all such entries of the 
subject merchandise without regard to 
antidumping duties. Unappraised entries 
of electric golf cars from Poland, made 
prior to June 11,1980, remain unaffected 
by this notice, and Continue to be 
subject to appraisement under the 
antidumping duty finding.

PART 353, ANNEX I [Amended]
Part 353, Annex I, Commerce 

Regulations (19 C.F.R. 353, Annex I), is 
amended by deleting from the column 
headed “Merchandise” the words 
“Electric Golf Cars”, from the column 
headed “Country” the word “Poland”, 
and from the column headed “T.D.” 
reference to Treasury Decision "75-288”.

This revocation is in accordance with 
section 751(c) of the Act.
(93 Stat. 170,19 U.S.C. 1675(c))
John D. Greenwald,
Deputy A ssistant Secretary fo r  Import 
Administration.
August 5,1980.
[FR Doc. 80-24046 Filed 8-7-80; 8:45 am]
BILLING CODE 3510-25-M

DEPARTMENT OF HEALTH AND 
HUMAN SERVICES
Food and Drug Administration
21 CFR Part 520
Oral Dosage Form New Animal Drugs 
Not Subject to Certification; 
Piperazine-Carbon Disulfide Complex 
Boluses and Suspension and 
Piperazine-Carbon Disulfide Complex 
With Phenothiazine
AGENCY: Food and Drug Administration. 
ACTION: Final rule.

s u m m a r y : The Food and Drug 
Administration (FDA) is amending the 
animal drug regulations to codify two 
previously approved new animal drug 
applications (NADA’s). The NADA’s, 
sponsored by the Upjohn Co., provide 
for use of an anthelmintic drug in 
treating horses and ponies. Codification 
of the previously approved NADA’s 
reflects the conditions of use deemed

effective in the National Academy of 
Sciences/National Research Council 
(NAS/NRC) evaluation. In addition, the 
regulations are amended to reflect the 
approval of a supplemental NADA 
providing revised directions for use for a 
similar product.
EFFECTIVE DATE: August 5,1980.
FOR FURTHER INFORMATION CONTACT: 
Henry C. Hewitt, Bureau of Veterinary 
Medicine (HFV-110), Food and Drug 
Administration, 5600 Fishers Lane, 
Rockville, MD 20857, 301-443-3420. 
SUPPLEMENTARY INFORMATION: The 
Upjohn Co., Kalamazoo, MI 49001, is 
sponsor of a NADA for a bolus (11-590) 
and a suspension (11-299), containing 
piperazine-carbon disulfide complex, 
and a suspension (33-149) containing 
piperazine-carbon disulfide complex 
with phenothiazine. The applications 
were originally approved October 6, 
1958, January 22,1958, and January 13, 
1966, respectively.

NADA’s 11-299 and 11-590 were 
subject of an NAS/NRC review 
published in the Federal Register of 
December 11,1968 (33 FR 18408). The 
NAS/NRC review concluded, and the 
agency concurred, that piperazine- 
carbon disulfide complex is an effective 
anthelmintic, but that more information 
was needed to provide evidence that the 
bolus disintegrates readily in thg 
animal’s stomach. The NAS/NRC notice 
required submission of supplemental 
NADA’s revising the labeling by limiting 
claims and presenting conditions of use 
substantially as published in the notice.

The Upjohn Co. responded by 
submitting supplemental NADA’s that 
revised the products’ labeling and 
provided the requested disintegration 
information. The supplements were 
approved on May 28,1970 (bolus) and 
October 23,1969 (suspension) bringing 
the applications into compliance with 
the NAS/NRC review. At that time, the 
approved conditions of use of the 
products were not codified. This 
document amends the regulations to 
codify the previously approved 
conditions of use. The conditions are 
indicated by footnote in the regulation. 
Approval of NADA’s for similar 
products bearing the same conditions of 
use does not require effectiveness data 
as specified by § 514.1(b)(8) (ii) and (iii) 
or § 514.111(a)(5)(ii)(o)(4) of the animal 
drug regulations (21 CFR 514.1(b)(8) (ii) 
and (iii) or 514.111(a)(5)(ii)(a)(4)). 
Approval of NADA’s for similar 

-products may require bioequivalency or 
similar data as suggested in the 
guideline for submitting NADA's for 
NAS/NRC-reviewed generic drugs, 
available in the office of the Hearing 
Clerk (HFA-305), FDA. This action,

codification of previously approved 
NADA’s 11-299 and 11-590, does not 
require réévaluation of the safety or 
effectiveness data in the parent 
evaluation.

Amending the regulations to reflect 
approval of supplemental NADA 33-149 
providing revised directions for use (that 
is, deletion of pinworm claim and use of 
1 percent acidic rinse solution) requires 
a summary of safety and effectiveness 
data and information concerning this 
change. Under the Bureau’s 
supplemental approval policy 
(December 23,1977; 42 FR 64367), 
approval of this action does hot require 
réévaluation of the safety and 
effectiveness data in the parent 
application. In accordance with the 
freedom of information provisions of 
Part 20 (21 CFR Part 20) and 
§ 514.11(e)(2) (21 CFR 514.11(e)(2)), a 
summary of safety and effectiveness 
data and information submitted to 
support approval of supplemental 
NADA 33-149 may be seen in the office 
of the Hearing Clerk (HFA-305), Rm. 4 - 
62, FDA, from 9 a.m. to 4 p.m., Monday 
through Friday.

Therefore, under the Federal Food, 
Drug, and Cosmetic Act (sec. 512(i), 82 
Stat. 347 (21 U.S.C. 360b(i))) under 
authority delegated to the Commissioner 
of Food and Drugs (21 CFR 5.1) and 
redelegated to the Bureau of Veterinary 
Medicine (21 CFR 5.83), Part 520 is 
amended by redesignating existing 
§ 520.1802 as § 520.1802c and revising it, 
and by adding new § § 520.1802, 
520.1802a, and 520.1802b, to read as 
follows:

§ 520.1802 Piperazine-carbon disulfide 
complex oral dosage forms.

§ 520.1802a Piperazine-carbon disulfide 
complex suspension.

(a) Specifications. Each fluid ounce of 
suspension contains 7.5 grams of 
piperazine-carbon disulfide complex. 
The piperazine-carbon disulfide 
complex contains equimolar parts of 
piperazine and carbon disulfide (1 gram 
contains 530 mgs of piperazine and 470 
mgs of carbon disulfide).

(b) Sponsor. See 000009 in § 510.600(c) 
of this chapter.

(c) Conditions o f  use. H orses and  
pon ies—(1) Amount. One fluid ounce per 
100 pounds of body weight.1

(2) Indications fo r  use. For removing 
ascarids (large roundworms, Parascaris 
equorum), bots [Gastrophilus spp.), 
small strongyles, large strongyles

1 These conditions are NAS/NRC reviewed and 
found effective. Applications for these uses need 
not include effectiveness data as specified by 
i  514.111 of this chapter, but may require 
bioequivalency and safety information.
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[Strongyles spp.), and pinworms 
[Oxyuris equ i].1

(3) Limitations. Administer by 
stomach tube or dose syringe after 
withholding feed overnight or for 8 to 10 
hours. Provide water as usual. Resume 
regular feeding 4 to 8 hours after 
treatment. Treatment of debilitated or 
anemic animals is contraindicated. Do 
not administer to animals that are or 
were recently affected with colic, 
diarrhea, or infected with a serious 
infectious disease. As with most 
anthelmintics, drastic cathartics and 
other gastrointestinal irritants should 
not be administered in conjunction with 
this drug. Animals in poor condition or 
heavily parasitized should be given one 
half the recommended dose and treated 
again in 2 or 3 weeks. Federal law 
restricts this drug to use by or on the 
order of a licensed veterinarian.1
520.1802b Piperazine-carbon disulfide 
complex boluses.

(a) Specifications. Each bolus 
contains 20 grams of piperazine-carbon 
disulfide complex.

(b) Sponsor. See 000009 in § 510.600(c) 
of this chapter.

(c) Conditions o f  use. H orses and  
pon ies—(1) Amount. For removal of 
ascarids and small strongyles, 1 bolus 
(20 grams) per 500 pounds body weight; 
removal of large strongyles, pinworms, 
and bots, 1 bolus per 250 pounds body 
weight.1

(2) Indications fo r  use. Few removing 
ascarids (large roundworms, P arascaris 
equorum), large strongyles [Strongylus 
spp.) bots [Gastrophilus spp.), small 
strongyles, and pinworms [Oxyuris 
equiJ.1

(3) Limitations. Withhold feed 
overnight or for 8 to 10 hours. Give 
water just before and/or after treatment. 
Resume regular feeding 4 to 6 hours 
after treatment. Treatment of debilitated 
or anemic animals is contraindicated.
Do not administer to animals that are or 
were recently affected with colic, 
diarrhea, or infected with a serious 
infectious disease. As with most 
anthelmintics, drastic cathartics or other 
gastrointestinal irritants should not be 
administered in conjunction with this 
drug. Animals in poor condition or 
heavily parasitized should be given one 
half the recommended dose and treated 
again in 2 or 3 weeks. Consult your 
veterinarian for assistance in the 
diagnosis, treatment, and control of 
parasitism.1
§ 520.1802c Piperazine-carbon disulfide 
complex with phenothiazine suspension.

(a) Specifications. Each fluid ounce 
contains 5 grams of piperazine-carbon

1 See footnote, p. 52781.

disulfide complex and 0.83 gram of 
phenothiazine.

(b) Sponsor. See 000009 in § 510.600(c) 
of this chapter.

(c) Conditions o f  use. H orses and  
pon ies—(1) Amount. One fluid ounce per 
100 pounds of body weight.

(2) Indications fo r  use. For removing 
ascarids (large roundworms, P arascaris 
equorum ), bots (Gastrophilus spp.), 
small strongyles, and large strongyles 
[Strongylus spp.).

(3) Limitations. See § 520.1802a(c)(3). 
E ffective date. August 8,1980.

(Sec. 512(i), 82 Stat. 347 (21 U.S.C. 360b(i))} 
Dated: July 30,1980.

Terence Harvey,
Acting D irector, Bureau o f  Veterinary 
M edicine.
[FR Doc. 80-23628 Filed 8-7-80; 8:45 am]
BILUNG CODE 4110-03-M

DEPARTMENT OF THE TREASURY 

Internal Revenue Service 

26 CFR Parts 1 and 54 
[T.D. 7714; EE-18-78]

Income Tax; Individual Retirement 
Arrangements
AGENCY: Internal Revenue Service, 
Treasury.
ACTION: Final regulations

SUMMARY: This document provides final 
regulations relating to individual 
retirement arrangements (IRA’s— 
individual retirement accounts, 
individual retirement annuities or 
retirement bonds). Changes to the 
applicable tax law were made by the 
Employee Retirement Income Security 
Act of 1974. These regulations provide 
necessary guidance to the public for 
compliance with the law, and affect 
individuals who maintain IRA’s and 
institutions which sponsor IRA’s. 
d a t e : The regulations are generally 
effective for taxable years beginning 
after December 31,1974.
FOR FURTHER INFORMATION CONTACT: 
William D. Gibbs of the Employee Plans 
and Exempt Organizations Division, 
Office of the Chief Counsel, Internal 
Revenue Service, 1111 Constitution 
Avenue, N.W., Washington, D.C. 20224 
(Attention: CC:LR:T) (202-566-3430) (not 
a toll-free number).
SUPPLEMENTARY INFORMATION:

Background
On February 21,1975, the Federal 

Register published proposed 
amendments to the Income Tax 
Regulations (26 CFR Part 1) under 
sections 219, 402,403 and 408 of the 
Internal Revenue Code of 1954 (40 FR 
7661). A new part, containing

regulations under Code sections 4973 
and 4974 (26 CFR Part 54), was also 
proposed. A correction notice was 
published in the Federal Register on 
March 5,1975 (40 FR 10187). A 
supplemental notice was published on 
November 19,1975 (40 FR 53593). A 
notice which withdrew and reproposed 
part of the notice of February 21,1975 
was published in the Federal Register on 
March 23,1979 (44 FR 17754). The 
amendments were proposed to conform 
the regulations to section 2002 of the 
Employee Retirement Income Security 
Act of 1974 (88 Stat. 958). These final 
regulations, in general, do not reflect 
changes and additions made to the tax 
law by the Tax Reform Act of 1976 (90 
S ta t 1520), the Revenue Act of 1978 (92 
S ta t 2763), and the Act of October 14, 
1978 (P.L. 95-458, 92 S ta t 1255). Thus, 
these final regulations do not deal with 
the extension of the period for making 
individual retirement plan contributions 
under sections 219(c)(3) and 220(c)(4), 
the deduction of excess contributions in 
a subsequent year for which there is an 
unused limitation under sections 
219(c)(5) and 220(c)(6), the additional 
period to rectify certain excess 
contributions under section 408(d)(5), 
and the allowance of rollovers on a 
more frequent basis under section 
408(d)(3)(B).

Due to numerous statutory changes 
made to sections 402 and 4973 since the 
publication of the first notice, proposed 
regulations under those sections have 
been withdrawn and will be reproposed 
at a later date.

Special Effective Date for Rollovers
If an individual engages in a 

transaction described in. section 
408(d)(3)(A)(i) (relating to rollover 
contributions) on or before April 15,
1976, the first such transaction by the 
individual on or before April 15,1976, 
will not be taken into account for 
purposes of applying the three year 
limitation rule of section 408(d)(3)(B) in 
effect for taxable years beginning before 
January 1,1978.

Temporary Regulations Superseded
Section 11.408(a)(2)-l of the 

Temporary Income Tax Regulations 
under the Employee Retirement Income 
Security Act of 1974 is superseded by 
§ 1.408-2(b)(2).

Drafting Information
The principal author of this regulation 

was William D. Gibbs of the Employee 
Plans and Exempt Organizations 
Division of the Office of Chief Counsel, 
Internal Revenue Service. However, 
personnel from other offices of the 
Internal Revenue Service and Treasury 
Department participated in developing



Federal Register /  Vol. 45, Np. 155 /  Friday, August 8, 1980 /  Rules and Regulations 52783

the regulation, both on matters of 
substance and style.
Adoption o f  Amendments to the 
Regulations

Accordingly—t  The following 
sections of die proposed regulations are 
withdrawn: (a) Section 1.219 as set forth 
in paragraph 3 of the February 21,1975, 
notice of proposed rulemaking.

(b) Section 1.402(a)(5) as set forth in 
paragrph 4 of the February 21,1975, 
notice of proposed rulemaking.

(c) Section 1.402(a)-3 as set forth in 
paragraph 5 of the February 21,1975, 
notice of proposed rulemaking.

(d) Section 1.403(a)(4) as set forth in 
paragraph 6 of the February 21,1975, 
notic.e of proposed rulemaking.

(e) Section 1.403(a)-3 as set forth in 
paragraph 7 of the February 21,1975, 
notice of proposed rulemaking.

(f) Section 1.408 as set forth in 
paragraph 8 of the February 21,1975, 
notice of proposed rulemaking.

(g) Section 1.409 as set forth in 
paragraph 8 of the February 21,1975, 
notice of proposed rulemaking.

(h) Sections 54.4973, 54.4973-1 and
54.4974 as set forth in paragraph 9 of the 
February 21,1975, notice of proposed 
rulemaking.

2. The amendments to 26 CFR, Parts 1 
and 54, are hereby adopted, subject to 
the changes indicated below.

Income Tax Regulations (26 CFR Part 1)
Paragraph 1. Paragraphs (a) and (b) of 

i  1.219-1, as set forth in paragraph 3 of 
die appendix to the February 21,1975, 
notice of proposed rulemaking, are 
revised to read as follows:

§ 1.219-1 Deduction fo r  retirem ent savings.

(a) In general. Subject to the limitations 
and restrictions of paragraph (b) and the 
special rules of paragraph (c)(3) of this 
section, there shall be allowed a deduction 
under section 62 from gross income of 
amounts paid for the taxable year of an 
individual on behalf of such individual to an 
individual retirement account described in 
section 408(a), for an individual retirement 
annuity described in section 408(b), or for a 
retirement bond described in section 409. The 
deduction described in the preceding 
sentence shall be allowed only to the 
individual on whose behalf such individual 
retirement account, individual retirement 
annuity, or retirement bond is maintained. 
The first sentence of this paragraph shall 
apply only in the case of a contribution of 
cash. A contribution of property other than 
cash is not allowable as a deduction under 
this section. In the case of a retirement bond, 
a deduction will-not be allowed if the bond is 
redeemed within 12 months of its issue date.

(b) Lim itations and restrictions—(1) 
Maximum deduction. The amount allowable 
as a deduction under section 219(a) to an 
individual for any taxable year cannot

exceed cm amount equal to 15 percent of the 
compensation includible in the gross income 
of the individual for such taxable year, or 
$1,500, whichever is less.

(2) R estrictions—(1) Individuals covered  
by  certain  other plans. No deduction is 
allowable under section 219(a) to an 
individual for the taxable year if for any part 
of such year—

(A) He was an active participant in—
[1) A plan described in section 401 (a) 

which includes a trust exempt from tax under 
section 501 (a),

[2) An annuity plan described in section 
403 (a),

[3) A qualified bond purchase plan 
described in section 405 (a), or

[4J A retirement plan established for its 
employees by the United States, by a State or 
political subdivision thereof, or by an agency 
or instrumentality of any of the foregoing, or

(B) Amounts were Contributed by his , 
employer for an annuity contract described in 
section 403 (b) (whether or not the 
individual’s rights in such contract are 
nonforfeitable).

(ii) Contributions a fter age 70Vz. No 
deduction is allowable under section 219 (a) 
to an individual for the taxable year of the 
individual, if he has attained the age of 70 Vz 
before the close of such taxable year.

(iii) R ollover contributions. No deduction is 
allowable under section 219 for any taxable 
year of an individual with respect to a 
rollover contribution described in section 402
(a) (5), 402 (a) (7), 403 (a) (4), 403 (b) (8), 408 
(d)(3), or 409(b) (3) (C).

(3) Amounts contributed under endowment 
contracts, (i) For any taxable year, no 
deduction is allowable under section 219 (a) 
for amounts paid uijder an endowment 
contract described in § 1.408-3 (e) which is 
allocable under subdivision (ii) of this 
subparagraph to the cost of life insurance.

(ii) For any taxable year, the cost of current 
life insurance protection under an 
endowment contract described in paragraph
(b) (3) (i) of this section is the product of the 
net premium cost, as determined by the 
Commissioner, and the excess, if any, of the 
death benefit payable under the contract 
during the policy year beginning in the 
taxable year over the cash value of the 
contract at the end of such policy year.

(iii) The provisions of this subparagraph 
may be illustrated by the following examples:

Exam ple (1). A, an individual who is 
otherwise entitled to the maximum deduction 
allowed under section 219, purchases, at age 
20, an endowment contract described in 
§ 1.408-3 (e) which provides for the payment 
of an annuity of $100 per month, at age 65, 
with a minimum death benefit of $10,000, and 
an annual premium of $220. The cash value at 
the end of the first policy year is 0. The net 
premium cost, as determined by the 
Commissioner, for A’s age is $1.61 per 
thousand dollars of life insurance protection. 
The cost of current life insurance protection 
is $16.10 ($1.61X10). A’s maximum deduction 
under section 219 with respect to amounts 
paid under the endowment contract for the 
taxable year in which the first policy year 
begins is $203.90 ($220—$16.10).

Exam ple (2). Assume the same facts as in 
example (1), except that the cash value at the

end of the second policy year is $200 and the 
net premium cost is $1.67 per thousand for 
A’s age. The cost of current life insurance 
protection is $16.37 ($1.67X9.8). A’s 
maximum deduction under section 219 with 
respect to amounts paid under the 
endowment contract for the taxable year in 
which the second policy year begins is 
$203.63 ($220—$16.37). 
* * * * *

Par. 2. Paragraph (c)(1) of §1.219-1, as 
set forth in paragraph 1 of the March 23, 
1979, notice of proposed rulemaking is 
revised to read as follows:
§ 1.219-1 Deduction fo r  Retirem ent Savings 
* * * * *

(c) D efinitions and sp ecia l rules—(1) 
Compensation. For purposes of this section, 
the term “compensation” means wages, 
salaries, professional fees, or other amounts 
derived from or received for personal service 
actually rendered (including, but not limited 
to, commissions paid salesmen, 
compensation for services on the basis of a 
percentage of profits, commissions on 
insurance premiums, tips and bonuses) and 
includes earned income, as defined in section 
401 (c) (2), but does not include amounts 
derived from or received as earnings or 
profits from property (including, but not 
limited to, interest and dividends) or amounts 
not includible in gross income.
* * * ' * *

Par. 3. Paragraphs (c) and (f) of 
§ 1.219-2, as set forth in paragraph 2 of 
the March 23,1979, notice of proposed 
rulemaking, are revised to read as 
follows:
i  1.219-2 D efinition o f  A ctive Participant 
* * * * *

J[c) M oney purchase plan. An individual is 
an active participant in a money purchase 
plan if under the terms of the plan employer 
contributions must be allocated to the 
individual’s account with respect to the plan 
year ending with or within the individual’s 
taxable year. This rule applies even if an 
individual is not employed at any time during 
the individual’s taxable year.
* * * * *

(f) Certain individuals not active 
participants. For purposes of this section, an 
individual is not an active participant under a 
plan for any taxable year of such individual 
for which such individual elects, pursuant to 
the plan, not to participate in such plan.
*  *  *  *  *

Par. 4. Paragraph (d)(4) of §1.408-1 is 
redesignated as paragraph (d)(4) of 
§1.408-6, which appears below. The 
remainder of § 1.408-1, as set forth in 
paragraph 8 in the appendix to the 
February 21,1975, notice of proposed 
rulemaking, is revised to read as follows:
§ 1.408-1 G eneral R ules

(a) In general. Section 408 prescribes rules 
relating to individual retirement accounts and 
individual retirement annuities. In addition to 
the rules set forth in §§ 1.408-2 and 1.408-3, 
relating respectively to individual retirement 
accounts and individual retirement annuities, 
the rules set forth in this section shall also 
apply.
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(b) Exemption from  tax. The individual 
retirement account or individual retirement 
annuity is exempt from all taxes under 
subtitle A of the Code other than the taxes 
imposed under section 511, relating to tax on 
unrelated business income of charitable, eta, 
organizations.

(c) Sanctions—(1) E xcess contributions. If 
an individual retirement account or 
individual retirement annuity accepts and 
retains excess contributions, the individual 
on whose behalf the account is established or 
who is the owner of die annuity will be 
subject to the excise tax imposed by section 
4973.

(2) P rohibited transactions by  ow ner or  
ben eficiary  o f  individual retirem ent 
account—(i) Under section 408(e)(2), if,

. during any taxable year of the individual for 
whose benefit any individual retirement 
account is established, that individual or the 
individual’s beneficiary engages in any 
transaction prohibited by section 4975 with 
respect to such account, such account ceases 
to be an individual retirement account as of 
the first day of such taxable year. In any case 
in which any individual retirement account 
ceases to be an individual retirement account 
by reason of the preceding sentence as of the 
first day of any taxable year, section 
408(d)(1) applies as if there were a 
distribution on such first day in an amount 
equal to the fair market value (on such first 
day) of all assets in the account (on such first 
day). The preceding sentence applies even 
though part of the fair market value of the 
individual retirement account as of the first 
day of the taxable year is attributable to 
excess contributions which may be returned 
tax-free under section 408(d)(4) or 408(d)(5).

(ii) If the trust with which the individual 
engages in any transaction described in 
subdivision (i) of this subparagraph is 
established by an employer or employee 
association under section 408(c), only the 
employee who engages in the prohibited 
transaction is subject to disqualification of 
his separate account.

(3) P rohibited transaction by  person  other 
than ow ner or ben eficiary  o f  account. If any 
person other than the individual on whose 
behalf an individual retirement account is 
established or the individual’s beneficiary 
engages in any transaction prohibited by 
section 4975 with respect to such account, 
such person shall be subject to the taxes 
imposed by section 4975.

(4) Pledging account as security. Under 
section 408(e)(4), i t  during any taxable year 
of the individual for whose benefit an 
individual retirement account is established, 
that individual uses the account or any 
portion thereof as security for a loan, the 
portion so used is treated as distributed to 
that individual.

(5) Borrowing on annuity contract. Under 
section 408(e)(3), if during any taxable year 
the owner of an individual retirement annuity 
borrows any money under or by use of such 
contract, the contract ceases to be an 
individual retirement annuity as of die first 
day of such taxable year. See $ 1.408-3(c).

(6) Prem ature distributions. If a distribution 
(whether a deemed distribution or an actual 
distribution) is made from an individual 
retirement account, or individual retirement 
annuity, to the individual for whose benefit

the account was established, or who is the 
owner of the annuity, before the individual 
attains age 59 Vi (unless the individual has 
become disabled within the meaning of 
section 72(m)(7)), the tax under Chapter 1 of 
the Code for the taxable year in which such 
distribution is received is increased under 
section 408 (f)(1) or (f)(2). The increase equals 
10 percent of the amount of the distribution 
which is includible in gross income for the 
taxable year. Except in the case of the credits 
allowable under section 31, 39, or 42, no 
credit can be used to offset the increased tax 
described in this subparagraph. See, 
however, § 1.408-4(c)(3).

(d) Lim itation on contributions and  
benefits. An individual retirement account or 
individual retirement annuity is subject to the 
limitation on contributions and benefits 
imposed by section 415 for years beginning 
after December 31,1975.

(e) Community property law s. Section 408 
shall be applied without regard to any 
community property laws.

Par. 5. Section 1.408-2, as set forth in 
paragraph 8 of the appendix to the 
February 21,1975, notice of proposed 
rulemaking and the November 19,1975, 
supplemental notice is revised to read as 
follows:

§ 1.408-2 Individual R etirem ent A ccoim ts
(a) In general. An individual retirement 

account must be a trust or a custodial 
account (see paragraph (d) of this section). It 
must satisfy the requirements of paragraph
(b) of this section in order to qualify as an 
individual retirement account It may be 
established and maintained by an individual, 
by an employer for the benefit of his 
employees (see paragraph (c) of this section), 
or by an employee association for the benefit 
of its members (see paragraph (c) of this 
section).

(b) Requirem ents. An individual retirement 
account must be a trust created or organized 
in the United States (as defined in section 
7701(a)(9)) for die exclusive benefit of an 
individual or his beneficiaries. Such trust 
must be maintained at all times as a domestic 
trust in the United States. The instrument 
creating the trust must be in writing and the 
following requirements must be satisfied.

(1) Amount o f  accep table contributions. 
Except in the case of a contribution to a 
simplified employee pension described in 
section 408(k) and a rollover contribution 
described in section 408(d)(3), 402(a)(5), 
402(a)(7), 403(a)(4), 403(b)(8) or 409(b)(3)(C), 
the trust instrument must provide that 
contributions may not be accepted by the 
trustee for the taxable year in excess of 
$1,500 on behalf of any individual for whom 
the trust is maintained. An individual 
retirement account maintained as a 
simplified employee pension may provide for 
the receipt of up to $7,500 for a calendar year.

(2) Trustee, (i) The trustee must be a bank 
(as defined in section 401(d)(1) and the 
regulations thereunder) or another person 
who demonstrates, in the manner described 
in paragraph (b)(2)(n) of this section, to the 
satisfaction of the Commissioner, that the 
manner in which the trust will be 
administered will be consistent with the

requirements of section 408 and this section.
(ii) A person may demonstrate to the 

satisfaction of the Commissioner that the 
manner in which he will administer the trust 
will be consistent with the requirements of 
section 408 only upon the filing of a written 
application to the Commissioner of Internal 
Revenue, Attention: E:EP, Internal Revenue 
Service, Washington, D.C. 20224. Such 
application must meet the applicable 
requirements of the regulations under section 
401(d)(1), relating to nonbank trustees of 
pension and profit-sharing trusts benefiting 
owner-employees.

(iii) Section 11.408(a)(2)-l of the Temporary 
Income Tax Regulations under the Employee 
Retirement Income Security Act of 1974 is 
superseded by this subparagraph (2).

(3) L ife insurance contracts. No part of die 
trust funds may be invested in life insurance 
contracts. An individual retirement account 
may invest in annuity contracts which 
provide, in the case of death prior to the time 
distributions commence, for a payment equal 
to the sum of the premiums paid or, if greater, 
the cash value of the contract.

(4) N onforfeitability. The interest of any 
individual on whose behalf the trust is 
maintained in the balance of his account 
must be nonforfeitable

(5) Prohibition against commingling, (i) The 
assets of the trust must not be commingled 
with other property except in a common trust 
fund or common investment fund.

(ii) For purposes of this subparagraph, the 
term “common investment fund” means a  
group trust created for the purpose of 
providing a satisfactory diversification of 
investments or a reduction of administrative 
expenses for the individual participating 
trusts, and which group trust satisfies the 
requirements of section 408(c) (except that it 
need not be established by an employer or an 
association of employees) and the 
requirements of section 401(a) in the case of a  
group trust in which one of the individual 
participating trusts is an employees’ trust 
described in section 401(a) which is exempt 
from tax under section 501(a).

(iii) For purposes of this subparagraph, die 
term “individual participating trust” means 
an employees’ trust described in section 
401(a) which is exempt from tax under 
section 501(a) or a trust which satisfies the 
requirements of section 408(a) provided that 
in the case of such an employees’ trust, such 
trust would be permitted to participate in 
such a group trust if all of the other individual 
participating trusts were employees’ trusts 
described in section 401(a) which are exempt 
from tax under section 501(a).

(6) Distribution o f  interest, (i) The bust 
instrument must provide that the entire 
interest of the individual for whose benefit 
the trust is maintained must be distributed to 
him in accordance with paragraph (b)(6)(ii) or 
(iii) of this section.

(ii) Unless the provisions of paragraph 
(b)(6)(lii) of this section apply, the entire 
interest of the individual must be actually 
distributed to him not later than the close of 
his taxable year in which he attains age 70%.

(iii) In lieu of distributing the individual's 
entire interest as provided in paragraph (b)
(6) (ii) of this section, the interest may be 
distributed commencing not later than the 
taxable year described in such paragraph (b)
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(6) (ii). In such case, the trust must expressly 
provide that the entire interest of the 
individual will be distributed to the 
individual and the individual’s beneficiaries, 
in a manner which satisfies the requirements 
of paragraph (b) (6) (v) of this section, over 
any of the following periods (or any 
combination thereof}—

(A) The life of the individual,
(B) The lives of the individual and spouse,
(C) A period certain not extending beyond 

the life expectancy of the individual, or
(O) A period certain not extending beyond 

the joint life and last survivor expectancy of 
the individual and spouse.

(iv) The life expectancy of the individual or 
the joint life and last survivor expectancy of 
the individual and spouse cannot exceed the 
period computed by use of the expected 
return multiples in $ 1.72-9, or, in the case of 
payments under a contract issued by an 
insurance company, the period computed by 
use of the mortality tables of such company.

(v) If anindividual’s entire interest is to be 
distributed over a period described in 
paragraph (b) (6) (iii) of this section, 
beginning in the year the individual attains 
70% the amount to be distributed each year 
must be not less than the lesser of the 
balance of the individual’s entire interest or 
an amount equal to the quotient obtained by 
dividing the entire interest of the individual 
in the trust at the beginning of such year 
(including amounts not in the individual 
retirement account at the beginning of the 
year because they have been withdrawn for 
the purpose of making a rollover contribution 
to another individual retirement plan) by the 
life expectancy of the individual (or the joint 
life and last survivor expectancy of the 
individual and spouse (whichever is 
applicable)), determined in either case as of 
the date the individual attains age 70 in 
accordance with paragraph (b) (6) (iv) of this 
section, reduced by one for each taxable year 
commencing after the individual’s attainment 
of age 70%. An annuity or endowment 
contract issued by an insurance company 
which provides for non-increasing payments 
over one of the periods described in 
paragraph (b) (6) (iii) of this section beginning 
not later than the close of the taxable year in 
which the individual attains age 70% satisfies 
this provision. However, no distribution need 
be made in any year, or a lesser amount may 
be distributed, if beginning with the year the 
individual attains age 70% the aggregate 
amounts distributed by the end of any year 
are at least equal to the aggregate of the 
minimum amounts required by this 
subdivision to have been distributed by the 
end of such year.

(vi) If an individual's entire interest is 
distributed in the form of an annuity contract, 
then the requirements of section 408 (a) (6) 
are satisfied if the distribution of such 
contract takes place before the close of the 
taxable year described in subdivision (ii) of 
this subparagraph, and if the individual’s 
interest will be paid over a period described 
in subdivision (iii) of this subparagraph and 
at a rate which satisfies the requirements of 
Subdivision (v) of this subparagraph.

(vii) In determining whether paragraph (b) 
(6) (v) of this section is satisfied, all 
individual retirement plans maintained for an

individual’s benefit (except those under 
which he is a beneficiary described in section 
408 (a) (7)) at the close of the taxable year in 
which he reaches age 70% must be 
aggregated. Thus, the total payments which 
such individual receives in any taxable year 
must be at least equal to the amount he 
would have been required to receive had all 
the plans been one plan at the close of the 
taxable year in which he attained age 70%.

(7) Distribution upon death, (i) The trust 
instrument must provide that if the individual 
for whose benefit the trust is maintained dies 
before the entire interest in the trust has been 
distributed to him, or if distribution has been 
commenced as provided in paragraph (b) (6) 
of this section to the surviving spouse and 
such spouse dies before the entire interest 
has been distributed to such spouse, the 
entire interest (or the remaining part of such 
interest if distribution thereof has 
commenced) must, within 5 years after the 
individual's death (or the death of the 
surviving spouse) be distributed or applied to 
the purchase of an immediate annuity for this 
beneficiary or beneficiaries (or the 
beneficiary or beneficiaries of the surviving 
spouse) which will be payable for the life of 
such beneficiary or beneficiaries (or for a 
term certain not extending beyond the life 
expectancy of such beneficiary or 
beneficiaries) and which annuity contract 
will be immediately distributed to such 
beneficiary or beneficiaries. A contract 
described in the preceding sentence is not 
includible in gross income upon distribution. 
Section 1.408-4 (e) provides rules applicable 
to the taxation of such contracts. The first 
sentence of this paragrpah (b) (7) shall have 
no application if distributions over a term 
certain commenced before the death of the 
individual for whose benefit the trust was 
maintained and the term certain is for a 
period permitted under paragraph (b) (6) (iii)
(C) or (D) of this section.

(ii) Each such beneficiary (or beneficiary of 
a surviving spouse) may elect to treat the 
entire interest in the trust (or the remaining 
part of such interest if distribution thereof 
has commenced) as an account subject to the 
distribution requirements of section 408 (a)
(6) and paragraph (b) (6) of this section 
instead of those of section 408 (a) (7) and 
paragraph (b) (7) of this section. Such an 
election will be deemed to have been made if 
such beneficiary treats the account in 
accordance with the requirement» of section 
408 (a) (6) and paragraph (b) (8) of this 
section. An election will be considered to 
have been made by such beneficiary if either 
of the following occurs: (A) any amounts in 
the account (including any amounts that have 
been rolled over, in accordance with the 
requirements of section 408 (d) (3) (A) (i), into 
an individual retirement account, individual 
retiremenet annuity, or retirmenet bond for 
the benefit of such individual) have not been 
distributed within the appropriate time period 
required by section 408 (a) (7) and paragraph 
(b) (7) of this section; or (B) any additional 
amounts are contributed to the account (or to 
the account, annuity, or bond to which the 
beneficiary has rolled such amounts over, as 
described in (1) above) which are subject, or 
deemed to be subject to the distribution 
requirements of section 408 (a) (8) and 
paragraph (b) (0) of this section.

(8) D efinition o f  ben eficiaries. The term 
“beneficiaries” on whose behalf an 
individual retirement account is established 
includes (except where the context indicates 
otherwise) the estate of the individual, 
dependents of the individual, and any person 
designated by the individual to share in the 
benefits of the account after the death of the 
individual.

(c) A ccounts estab lish ed  by  em ployers and  
certain  association  o f em ployees—(1) In 
general. A trust created or organized in the 
United States (as defined in section 7701 (a) 
(9)) by an employer for the exclusive benefit 
of his employees or their beneficiaries, or by 
an association of employees for the exclusive 
benefit of its members or their beneficiaries, 
is treated as an individual retirement account 
if the requirements of paragraphs (c) (2) and
(c) (3) of this section are satisfied under the 
written governing instrument creating the 
trust. A trust described in the preceding 
sentence is for the exclusive benefit of 
employees or member even though it may 
maintain an account for former employees or 
members and employees who are temporarily 
on leve.

(2) G eneral requirem ents. The trust must 
satisfy the requirements of paragraphs (b) (1) 
through (7) of this section. .

(3) S p ecial requirem ent. There must be a 
separate accounting for the interest of each 
employee or member.

(4) D efinitions— (i) Separate accounting. 
For puposes of paragraph (c) (3) of this 
section, the term “separate accounting" 
means that separate records must be 
maintained with respect to the interest of 
each individual for whose benefit the trust is 
maintained. The assets of the trust may be 
held in a common trust fund, common 
investment fund, or common fund for the 
account of all individuals who have an 
interest in the trust,

(ii) E m ployee association . For purposes of 
this paragraph and section 408 (c), the term 
“employee association” means any 
organization composed of two or more 
employees, including, but not limited to, an 
employee association described in section 
501 (c) (4). Such association may include 
employees within the meaning of section 401
(c) (1). There must be, however, some nexus 
between the employees [e.g., employees of 
same employer, employees in the same 
industry, eta) in order to qualify as an 
employee association described in this 
subdivision (ii).

(d) C ustodial accounts. For purposes of this 
section and section 408(a), a  custodial 
account is treated as a trust described in 
section 408(a) if such account satisfies the 
requirements of section 408(a) except that it 
is not a  trust and if the assets of such account 
are held by a bank (as defined in section 
401(d)(1) and the regulations thereunder) or 
such other person who satisfies the 
requirements of paragraph (b)(2)(ii) of this 
section. For purposes of this chapter, in the 
case of a custodial account treated as a trust 
by reason of the preceding sentence, the 
custodian of such account will be treated as 
the trustee thereof.

Par. 6, Section 1.408-3, as set forth in 
paragraph 8 of the appendix to the 
February 21,1975, notice of proposed
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rulemaking, is revised to read  as  
follows:

§ 1.408-3 Individual retirem ent annuities.
(a) In general. An individual retirement 

annuity is an annuity contract or endowment 
contract (described in paragraph (e)(1) of this 
section) issued by an insurance company 
which is qualified to do business under the 
law of the jurisdiction in which the contract 
is sold and which satisfies the requirements 
of paragraph (b) of this section. A 
participation certificate is a group contract 
issued by an insurance company described in 
this paragraph will be treated as an 
individual retirement annuity if the contract 
satisfies the requirement of paragraph (b) of 
this section; the certificate of participation 
sets forth the requirements of paragraph (1) 
through (5) of section 408(b); the contract 
provides for a separate accounting of the 
benefit allocable to each participant-owner; 
and the group contract is for the exclusive 
benefit of the participant owners and their 
beneficiaries. For purposes of this title, a 
participant-owner of a group contract 
described in this paragraph shall be treated 
as the owner of an individual retirement 
annuity. A contract will not be treated as 
other than an individual retirement annuity 
merely because it provides for waiver of 
premium on disability. An individual 
retirement annuity contract which satisfies 
the requirements of section 408(b) need not 
be purchased under a trust if the 
requirements of paragraph (b) of this section 
are satisfied. An individual retirement 
endowment contract may not be held under a 
trust which satisfies the requirements of 
section 408(a). Distribution of the contract is 
not a taxable event. Distributions under the 
contract are includible in gross income in 
accordance with the provisions of § 1.408-4 
(e).

(b) Requirem ents—(1) Transferability. The 
annuity or the endowment contract must not 
be transferable by the owner, an annuity or 
endowment contract is transferable if the 
owner can transfer any portion of his interest 
in the contract to any person other than the 
issuer thereof. Accordingly, such a contract is 
transferable if the owner can sell, assign 
discount, or pledge as collateral for a loan or 
as security for the performance of an 
obligation or for any other purpose his 
interest in the contract to any person other 
than the issuer thereof. On the other hand, a 
contract is not to be considered transferable 
merely because the contract contains: a 
provision permitting the individual to 
designate a beneficiary to receive the 
proceeds in the event of his death, a 
provision permitting the individual to elect a 
joint and survivior annuity, or other similar 
provisions.

(2) Annual premium. Except in the case of 
a contribution to a simplified employee 
pension described in section 408(k), the 
annual premium on behalf of any individual 
for. the annuity or the endowment contract 
cannot exceed $1,500. Any refund of 
premiums must be applied before the close of 
the calendar year following the year of the 
refund toward the payment of future 
premiums or the purchase of additional 
benefits.

(3) Distribution. The entire interest of the 
owner must be distributed to him in the same 
manner and over the same period as 
described in § 1.408-2 (b) (6).

(4) Distribution upon death. If the owner 
dies before the entire interest has been 
distributed to him, or if distribution has 
commenced to the surviving spouse, the 
remaining interest must be distributed in the 
same manner, over the same period, and to 
the same beneficiaries as described in
§ 1.408-2 (b) (7).

(5) N onforfeitability. The entire interest of 
the owner in the annuity or endowment 
contract must be nonforfeitable.

(6) F lex ible premium. (Reserved)
(c) D isqualification. If during any taxable 

year the owner of an annuity borrows any 
money under the annuity or endowment 
contract or by use of such contract (including, 
but not limited to, pledging the contract as 
security for any loan), such contract will 
cease to be an individual retirement annuity 
as of the first day of such taxable year, and 
will not be an individual retirement annuity 
at any time thereafter. If an annuity or 
endowment contract which constitutes an 
individual retirement annuity is disqualified 
as a result of the preceding sentence, an 
amount equal to the fair market value of the 
contract as of the first day of the taxable year 
of the owner in which such contract is 
disqualified is deemed to be distributed to 
the owner. Such owner shall include in gross 
income for such year an amount equal to the 
fair market value of such contract as of such 
first day. The preceding sentence applies 
even though part of the fair market value of 
the individual retirement annuity as of the 
first day of the taxable year is attributable to 
excess contributions which may be returned 
tax-free under section 408 (d) (4) or 408 (d)
(5).

(d) Prem ature distribution tax on deem ed  
distribution. If the individual has not attained 
age 59 % before the beginning of the year in 
which the disqualification described in 
paragraph (c) of this section occurs, see 
section 408 (f) (2) for additional tax on 
premature distributions: .

(e) Endowment contracts—(1) A dditional 
requirem ents fo r  endowm ent contracts. No 
contract providing life insurance protection 
issued by a company described in paragraph 
(a) of this section shall be treated as an 
endowment contract for purposes of this 
section if—

(i) Such contract matures later than the 
taxable year in which the individual in whose 
name the contract is purchased attains the 
age of 70%;

(ii) Such contract is not for the exclusive 
benefit of such individual or his beneficiaries;

(iii) Premiums under the contract may 
increase over the term of the contract;

(iv) When all premiums are paid when due, 
the cash value of such contract at maturity is 
less than the death benefit payable under the 
contract at any time before maturity;

(v) The death benefit does not, at some 
time before maturity, exceed the greater of 
the cash value or the sum of premiums paid 
under the contract;

(vi) Such contract does not provide for a 
cash value;

(vii) Such contract provides that the life 
insurance element of such contract may

increase over the term of such contract, 
unless such increase is merely because such 
contract provides for the purchase of 
additional benefits;

(viii) Such contract provides insurance 
other than life insurance and waiver of 
premiums upon disability; or

(ix) Such contract is issued after November 
6,1978.

(2) Treatment o f p roceed s under_ 
endowm ent contract upon death o f  
individual. In the case of the payment of a 
death benefit under an endowment contract 
upon the death of the individual in whose 
name the contract is purchased, the portion 
of such payment which is equal to the cash 
value immediately before the death of such 
individual is not excludable from gross 
income under section 101(a) and is treated as 
a distribution from an individual retirement 
annuity. The remaining portion, if any, of 
such payment constitutes current life 
insurance protection and is excludable under 
section 101(a). If a death benefit is paid under 
an endowment contract at a date or dates 
later than the death of the individual, section 
101(d) is applicable only to the portion of the 
benefit which is attributable to the amount 
excludable under section 101(a).

Par. 7. There are inserted after 
§ 1.408-3 the following new sections.
§ 1.408-4 Treatment o f  distributions from  
individual retirem ent arrangem ents.

(a) G eneral rule—(1) Inclusion in incom e. 
Except as otherwise provided in this section, 
any amount actually paid or distributed or

■ deemed paid or distributed from an 
individual retirement account or individual 
retirement annuity shall be included in the 
gross income of the payee or distributee for 
the taxable year in which the payment or 
distribution is received.

(2) Z ero basis. Notwithstanding section 
1015(d) or any other provision of the Code, 
the basis (or investment in the contract) of 
any person in such an account or annuity is 
zero. For purposes of this section, an 
assignment of an individual’s rights under an 
individual retirement account or an 
individual retirement annuity shall, except as 
provided in § 1.408-4(g) (relating to transfer 
incident to divorce), be deemed a distribution 
to such individual from such account or 
annuity of the amount assigned.

(b) R ollover contribution—(1) To 
individual retirem ent arrangement.
Paragraph (a)(1) of this section shall not 
apply to any amount paid or distributed from 
an individual retirement account or 
individual retirement annuity to the 
individual for whose benefit the account was 
established or who is the owner of the 
annuity if the entire amount received 
(including the same amount of money and 
any other property) is paid into ah individual 
retirement account, annuity (other than an 
endowment contract), or bond created for the 
benefit of such individual not later than the 
60th day after the day on which he receives 
the payment or distribution.

(2) To qu alified  plan. Paragraph (a)(1) of 
this section does not apply to any amount 
paid or distributed from an individual 
retirement account or individual retirement 
annuity to the individual for whose benefit
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the account was established or who is the 
owner of the annuity if—

(1) No amount in the account or no part of 
the value of the annuity is attributable to any 
source other than a rollover contribution from 
an employees’ trust described in section 
401(a) which is exempt from tax under 
section 501(a) or a rollover contribution from 
an annuity plan described in section 403(a) 
and die earnings on such sums, and

(ii) The entire amount received (including 
the same amount of money and any other 
property) represents the entire amount in the 
account and is paid into another such trust or 
plan (for the benefit of such individual) not 
later than the 60th day after die day on which 
the payment or distribution is received.
This subparagraph does not apply if any 
portion of the rollover contribution described 
in paragraph (b)(2)(f) of this section is 
attributable to an employees’ trust forming 
part of a {dan or an annuity under which the 
individual was an employee within the 
meaning of section 401(c)(1) at the time 
contributions were made on his behalf under 
the plan.

(3) To section  403(b) contract. [Reserved]
(4) Frequency lim itation, (i) For taxable 

years beginning on or before December 31, 
1977, paragraph (b)(1) of this section does not 
apply to any amount received by an 
individual from an individual retirement 
account, annuity or bond if at any time during 
the 3-year period ending on the day of 
receipt, the individual received any other 
amount from an individual retirement 
account, annuity or bond which was not 
includible in his gross income because of the 
application of paragraph (b)(1) of this section.

(ii) [Reserved]
(c) E xcess contributions returned before  

due date o f  return—(1) E xcess contribution. 
For purposes of this paragraph, excess 
contributions are the excess of the amounts 
contributed to an individual retirement 
account or paid for an individual retirement 
annuity during the taxable year over the 
amount allowable as a deduction under 
section 219 or 220 for the taxable year.

(2) G eneral rule, (i) Paragraph (a)(1) of this 
section does not apply to the distribution of 
any excess contribution paid during a taxable 
year to an account or annuity if: the 
distribution is received on or before the date 
prescribed by law (including extensions) for 
filing the individual’s return for such taxable 
year; no deduction is allowed under section 
219 or section 220 with respect to the excess 
contribution; and the distribution is 
accompanied by the amount of net income 
attributable to die excess contribution as of 
the date of the distribution as determined 
under subdivision (ii).

(ii) The amount of net income attributable 
to the excess contributions is an amount 
which bears the same ratio to the net income 
earned by the account during the 
computation period as the excess 
contribution bears to die sum of the balance 
of the account as of the first day of the 
taxable year in which the excess contribution 
is made and the total contribution made for 
such taxable year. For purposes of this 
paragraph, die term “computation period“ 
means the period beginning on the first day of 
the taxable year in which die excess

contribution is made and ending on the date 
of the distribution from the account

(iii) For purposes of paragraph (c)(2)(ii), the 
net income earned by the account during the 
computation period is the fair market value of 
the balance of the account immediately after 
the distribution increased by the amount of 
distributions from the account during the 
computation period, and reduced (but not 
below zero) by the sum of: (A) the fair market 
value of the balance of the account as of the 
first day of the taxable year in which the 
excess contribution is made and (B) the 
contributions to the account made during the 
computation period.

(3) Time o f  inclusion, (i) For taxable years 
beginning before January 1,1977, the amount 
of net income determined under 
subparagraph (2) is includible in the gross 
income of the individual for the taxable year 
in which it is received. Hie amount of net 
income thus distributed is subject to the tax 
imposed by section 408(f)(1) for the year 
includible in gross income.

(ii) [Reserved]
(4) Exam ple. The provisions of this 

paragraph may be illustrated by the following 
example:

Exam ple. On January 1,1975, A, age 55, 
who is a calendar-year taxpayer, contributes 
$1,500 to an individual retirement account 
established for his benefit For 1975, A is 
entitled to a deduction of $1,400 under section 
219. For 1975« A does not claim as deductions 
any other items listed in section z62. A’s 
gross income for 1975 is $9,334. On April 1, 
1976, $107 is distributed to A from his 
individual retirement account. As of such 
date, the balance of the account is $1,498 
[$1,605—$1071. There were no other 
distributions from the account as of such 
date. The net amount of income earned by 
the account is $105 [$1,498+$107—(0 + $ l, 
500)]. The net income attributable to the 
excess contribution is $7. [$105 x  ($100/ 
$1,500)}. A*8 adjusted gross income for 1975 is 
his gross income for 1975 ($9,334) reduced by 
the amount allowable to A as a deduction 
under section 219 ($1,400), or $7,934. A will 
include the $7 of the $107 distributed on April 
1,1976, in his gross income for 1976. Further,
A will pay an additional income tax of $.70 
for 1976 under section 408 (f)(1).

(d) D eem ed distribution—(1) G eneral rule. 
In any case in which an individual retirement 
account ceases to be an individual retirement 
account by reason of the application of 
section 408(e)(2), paragraph (a)(1) of this 
section shall apply as if there were a 
distribution on the first day of the taxable 
year in which such account ceases to be an 
individual retirement account of an amount 
equal to the fair market value on such day of 
all of the assets in the account on such day.
In the case of a deemed distribution from an 
individual retirement annuity, see § 1.408-3
(d).

(2) Using account as security. In any case 
in which an individual for whose benefit an 
individual retirement account is established 
uses, directly or indirectly, all or any portion 
of the account as security for a  loan, 
paragraph (a)(1) of this section shall apply as 
if there were distributed on the first day of 
the taxable year in which the loan was made 
an amount equal to that portion of the 
account used as security for such loan.

(e) Distribution o f  annuity contracts. 
Paragraph (a)(1) of this section does not 
apply to any annuity contract which is 
distributed from an individual retirement 
account and which satisfies the requirements 
of paragraphs (b) (1), (3), (4) and (5) of section 
408. Amounts distributed under such 
contracts will be taxable to the distributee 
under section 72. For purposes of applying 
section 72 to a distribution from such a 
contract, the investment in such contract is 
zero.

(f) Treatm ent o f  assets distributed from  an 
individual retirem ent account fo r  the 
pu rchase o f  an endowm ent con tract Under 
section 408(e)(5), if all, or any portion, of the^ 
assets of an individual retirement account are 
used to purchase an endowment contract 
described in S 1.408-3{e) for the benefit of the 
individual for whose benefit the account is 
established—

(1) The excess, if any, of the total amount 
of assets used to purchase such contract over 
the portion of the assets attributable to life 
insurance protection shall be treated as a 
rollover contribution described in section 
408(d)(3), and

(2) The portion of the assets attributable to 
life insurance protection shall be treated as a 
distribution described in paragraph (a)(1) of 
this section, except that the provisions of 
section 408(f) shall not apply to such amount.

(g) Transfer incident to d ivorce—(1) 
G eneral rule. The transfer of an individual’s 
interest, in whole or in part, in an individual 
retirement account, individual retirement 
annuity, or a retirement bond, to his former 
spouse under a valid divorce decree or a 
written instrument incident to such divorce 
shall not be considered to be a distribution 
from such an account or annuity to such 
individual or his former spouse; nor shall it 
be considered a taxable transfer by such 
individual to his former spouse 
notwithstanding any other provision of 
Subtitle A of the Code.

(2) Spousal account The interest described 
in this paragraph (g) which is transferred to 
the former spouse shall be treated as an 
individual retirement account of such spouse 
if the interest is an individual retirement 
account; an individual retirement annuity of 
such spouse if such interest is an individual 
retirement annuity; and a retirement bond of 
such spouse if such interest is a retirement 
bond.

$ 1.400-5 Annual reports by  trustees o r  
issuers.

(a) In general. The trustee of an individual 
retirement account or the issuer of an 
individual retirement annuity shall make 
annual calendar year reports concerning the 
status of the account or annuity. Hie report 
shall contain the information required in 
paragraph (b) and be furnished or filed in the 
manner and time specified in paragraph (c).

(b) Inform ation requ ired to b e  included in  
the annual reports. Hie annual calendar year 
report shall contain the following information 
for transactions occurring during the calendar 
year—

(1) The amount of contributions;
(2) The amount of distributions;
(3) In the case of an endowment contract, 

the amount of the premium paid allocable to 
the cost of life insurance;
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(4) The name and address of the trustee or 
issuer; and

(5) Such other information as the 
Commissioner may require.

(c) M anner and time fo r  filing. (1) The 
annual report shall be ramished to the 
individual on whose behalf the account is 
established or in whose name the annuity is 
purchased (or the beneficiary of the 
individual or owner). The report shall be 
furnished on or before the 30th day of June 
following the calendar year for which the 
report is required.

(2) The Commissioner may require the 
annual report to be filed with the Service at 
the time the Commissioner specifies.

(d) Penalties. Section 6693 prescribes 
penalties for failure to file the annual report.

(e) E ffective date. This section shall apply 
to reports for calendar years after 1978.

(f) Reports fo r  years prior to 1979. For 
years prior to 1979, a trustee or issuer shall 
make reports in the time and manner as the 
Commissioner requires.

Par. 8. There is inserted after § 1.408-5 
a new section, and paragraph (d)(4) (x) 
and (xi) of this new section as 
redesignated by paragraph 4 of this 
Treasury decision is revised. The new 
section reads as follows:
§ 1.408-6 D isclosure statem ents fo r  
individual retirem ent arrangements.

(a) In general—{1) G eneral rule. Trustees 
and issuers of individual retirement accounts 
and annuities are, under the authority of 
section 408(i), required to provide disclosure 
statements. This section sets forth these 
requirements.

(2) [Reserved]
(b) [Reserved]
(c) [Reserved]
(d) Requirements. (1) [Reserved]
(2) [Reserved]
{3) [Reserved]
(4) D isclosure statem ents. * * *
(x) This section shall be effective for 

disclosure statements and copies of 
governing instruments mailed, or delivered 
without mailing, after February 14,1977.

(xi) This section does not reflect the 
amendments made by section 1501 of the Tax 
Reform Act of 1976 (90 S tat 1734) relating to 
retirement savings for certain married 
individuals.

Par. 9. There is added after § 1.408-6 
the following new section:
§ 1A08-7 Reports on distributions from  
individual retirem ent plans.

(a) Requirem ent o f  report. The trustee of an 
-individual retirement account or the issuer of
an individual retirement annuity who makes 
a distribution during any calendar year to an 
individual from such account or under such 
annuity shall make a report on Form W -2P  
(in the case of distributions that are not total 
distributions) or Form 1099R (in the case of 
total distributions), and their related 
transmittal forms, for such year. The return 
must show the name and address of the 
person to whom the distribution was made, 
the aggregate amount of such distribution, 
and such other information as is required by 
the forms. ̂

(b) Amount subject to this section. The 
amounts subject to reporting under paragraph

(a) include all amounts distributed or made 
available to which section 408(d) applies.

(c) Time and p lace fo r  filing. The report 
required under this section for any calendar 
year shall be filed after the close of that year 
and on or before February 28 of the following 
year with the appropriate Internal Revenue 
Service Center.

(d) Statem ent to recipients. (1) Each trustee 
or issuer required to file Form 1099R or Form 
W -2P under this section shall furnish to the 
person whose identifying number is (or 
should be) shown on the forms a copy of the 
form.

(2) Each statement required by this 
paragraph to be furnished to recipients shall 
be furnished to such person after November 
30 of the year of the distribution and on or 
before January 31 of the following year.

(e) E ffective date. This section is effective 
for calendar years beginning after December 
31,1977.

Sec. 7805, Internal Revenue Code of 1954 
(68A Stat. 917; 26 U.S.C. 7805).
Jerome Kurtz,
Com m issioner o f  Internal Revenue.

Approved: July 18,1980.
Emil M. Sunley,
Acting A ssistant Secretary o f  the Treasury.

PART 1— INCOME TAX; TAXABLE  
YEARS BEGINNING AFTER  
DECEMBER 31, 1953

Paragraph 1. The following new 
section is added immediately after 
§ 1.218-0:

§ 1.219-1 Deduction for retirement 
savings.

(a) In general. Subject to the 
limitations, and restrictions of paragraph
(b) and the special rules of paragraph
(c) (3) of this section, there shall be 
allowed a deduction under section 62 
from gross income of amounts paid for 
the taxable year of an individual on 
behalf of such individual to an 
individual retirement account described 
in section 408(a), for an individual 
retirement annuity described in section 
408(b), or for a retirement bond 
described in section 409. The deduction 
described in the preceding sentence 
shall be allowed only to the individual 
on whose behalf such individual 
retirement account, individual 
retirement annuity, or retirement bond is 
maintained. The first sentence of this 
paragraph shall apply only in the case of 
a contribution of cash. A contribution of 
property other than cash is not 
allowable as a deduction under this 
section. In the case of a retirement bond, 
a deduction will not be allowed if the 
bond is redeemed within 12 months of 
its issue date.

(b) Lim itations and restrictions—(1) 
Maximum deduction. The amount 
allowable as a deduction under section 
219(a) to an individual for any taxable 
year cannot exceed an amount equal to 
15 percent of the compensation

includible in the gross income of the 
individual for such taxable year, or 
$1,500, whichever is less.

(2) R estrictions—[^ Individuals 
covered  by  certain other plans. No 
deduction is allowable under section 
219(a) to an individual for the taxable 
year if for any part of such year—

(A) He was an active participant in—
(1) A plan described in section 401(a) 

which includes a trust exempt from tax 
under section 501(a),

[2] An annuity plan described in 
section 403(a),

(3) A qualified bond purchase plan 
described in section 405(a), or

[4] A retirement plan established for 
its employees by the United States, by a 
State or political subdivision thereof, or 
by an agency or instrumentality of any 
of the foregoing, or

(B) Amounts were contributed byhis 
employer for an annuity contract 
described in section 403(b) (whether or 
not the individual’s rights in such 
contract are nonforfeitable).

(ii) Contributions after age 70Yz. No 
deduction is allowable under section 219
(a) to an individual for the taxable year 
of the individual, if he has attained the 
age of 70 Yz before the close of such 
taxable year.

(iii) R ollover contributions. No 
deduction is allowable under section 219 
for any taxable year of an individual 
with respect to a rollover contribution 
described in section 402(a)(5), 402(a)(7), 
403(a)(4), 403(b)(8), 408(d)(3), or 
409(b)(3)(C).

(3) Amounts contributed under 
endowment contracts, (i) For any 
taxable year, no deduction is allowable 
under section 219(a) for amounts paid 
under an endowment contract described 
in § 1.408-3(e) which is allocable under 
subdivision (ii) of this subparagraph to 
the cost of life insurance.

(ii) For any taxable year, the cost of 
current life insurance protection under 
an endowment contract described in 
paragraph (b)(3)(i) of this section is the 
product of the net premium cost, as 
determined by the Commissioner, and 
the excess, if any, of the death benefit 
payable under the contract during the 
policy year'beginning in the taxable 
year over the cash value of the contract 
at the end of such policy year.

(iii) The provisions of this 
subparagraph may be illustrated by the 
following examples:

Exam ple (1). A, an individual who is 
otherwise entitled to the maximum deduction 
allowed under section 219, purchases, at age 
20, an endowment contract described in 
§ 1.408-3(e) which provides for the payment 
of an annuity of $100 per month, at age 65, 
with a minimum death benefit of $10,000, and
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an annual premium of $220. The cash value at 
the end of the first policy year is 0. The net 
premium cost, as determined by the 
Commissioner, for A’s age is $1.61 per 
thousand dollars of life insurance protection. 
The cost of current life insurance protection 
is $16.10 ($1.61 X 10). A’s maximum 
deduction under section 219 with respect to 
amounts paid under the endowment contract 
for the taxable year in which the first policy 
year begins is $203.90 ($220 -  $16.10).

Exam ple (2). Assume the same facts as in 
example (1), except that the cash value at the 
end of the second policy year is $200 and the 
net premium cost is $1.67 per thousand for 
A’s age. The cost of current life insurance 
protection is $16.37 ($1.67 X 9.8). A’s 
maximum deduction under section 219 with 
respect to amounts paid under the 
endowment contract for the taxable year in 
which the second policy year begins is 
$203.63 ($220 -  $16.37).

(c) D efinitions and sp ecia l rules— (1) 
Compensation. For purposes of this 
section, the term “compensation" means 
wages, salaries, professional fees, or 
other amounts derived from or received 
for personal service actually rendered 
(including, but not limited to, 
commissions paid salesmen, 
compensation for services on the basis 
of a percentage of profits, commissions 
on insurance premiums, tips, and 
bonuses) and includes earned income, 
as defined in section 401 (c) (2), but does 
not include amounts derived from or 
received as earnings or profits from 
property (including, but not limited to, 
interest and dividends) or amounts not 
includible in gross income.

(2) A ctive participant. For the 
definition of active participant, see 
§ 1.219-2.

(3) S pecial rules, (i) The maximum 
deduction allowable under section 
219(b)(1) is computed separately for 
each individual. Thus, if a husband and 
wife each has compensation of $10,000 
for the taxable year and they are eaqh 
otherwise eligible to contribute to an 
individual retirement account and they 
file a joint return, then the maximum 
amount allowable as a deduction under 
section 219 is $3,000, the sum of the 
individual maximums of $1,500. 
However, if, for example, the husband 
has compensation of $20,000, the wife 
has no compensation, each is otherwise 
eligible to contribute to an individual 
retirement account for the taxable year, 
and they file a joint return, the 
maximum amount allowable as a 
deduction under section 219 is $1,500.

(ii) Section 219 is to be applied 
without regard to any community 
property laws. Thus, if, for example, a 
husband and wife, who are otherwise 
eligible to contribute to an individual 
retirement account, live in a community 
property jurisdiction and the husband

alone has compensation of $20,000 for 
the taxable year, then the maximum 
amount allowable as a deduction under 
section 219 is $1,500.

(4) Em ployer contributions. For 
purposes of this chapter, any amount 
paid by an employer to an individual 
retirement account or for an individual 
retirement annuity or retirement bond 
constitutes the payment of 
compensation to the employee (other 
than a self-employed individual who is 
an employee within the meaning of 
section 401(c)(1)) includible in his gross 
income, whether or not a deduction for 
such payment is allowable under section 
219 to such employee after the 
application of section 219(b). Thus, an 
employer will be entitled to a deduction 
for compensation paid to an employee 
for amounts the employer contributes on 
the employee’s behalf to an individual 
retirement account, for an individual 
retirement annuity, or for a retirement 
bond if such deduction is otherwise 
allowable under section 162.

§ 1.2192-2 Definition of active participant
(a) In general. This section defines the 

term “active participant” for individuals 
who participate in retirement plans 
described in section 219(b)(2). Any 
individual who is an active participant 
in such a plan is not allowed a 
deduction under section 219(a) for 
contributions to an individual retirement 
account.

(b) D efined ben efit plans— (1) In 
general. Except as provided in 
subparagraphs (2), (3) and (4) of this 
paragraph, an individual is an active 
participant in a defined benefit plan if 
for any portion of the plan year ending 
with or within such individual’s taxable 
year he is not excluded under the 
eligibility provisions of the plan. An 
individual is not an active participant in 
a particular taxable year merely 
because the individual meets the plan’s 
eligibility requirements during a plan 
year beginning in that particular taxable 
year but ending in a later taxable year 
of the individual. However, for purposes 
of this section, an individual is deemed 
not to satisfy the eligibility provisions 
for a particular plan year if his 
compensation is less than the minimum 
amount of compensation needed under 
the plan to accrue a benefit. For 
example, assume a plan is integrated 
with Social Security and only those 
individuals whose compensation 
exceeds a certain amount accrue 
benefits under the plan. An individual 
whose compensation for the plan year 
ending with or within his taxable year is 
less than the amount necessary under 
the plan to accrue a benefit is not an 
active participant in such plan.

(2) Rules fo r  plans m aintained by  
m ore than one em ployer. In the case of a 
defined benefit plan described in section 
413(a) and funded at least in part by 
service-related contributions, e.g., so 
many cents-per-hour, an individual is an 
active participant if an employer is 
contributing or is required to contribute 
to the plan an amount based on that 
individual’s service taken into account 
for the plan year ending with or within 
the individual’s taxable year. The 
general rule in paragraph (b)(1) of this 
section applies in the case of plans 
described in section 413(a) and funded 
only on some non-service-related unit, 
e.g., so many cents-per-ton of coal.

(3) Plans in which accruals fo r  a ll 
participants have ceased . In the case of 
a defined benefit plan in which accruals 
for all participants have ceased, an 
individual in such a plan is not an active 
participant. However, any benefit that 
may vary with future compensation of 
an individual provides additional 
accruals. For example, a plan in which 
future benefit accruals have ceased, but 
the actual benefit depends upon final 
average compensation will not be 
considered as one in which accruals 
have ceased.

(4) No accruals a fter sp ecified  age. An 
individual in a defined benefit plan who 
accrues no additional benefits in a plan 
year ending with or within such 
individual’s taxable year by reason of 
attaining a specified age is not an active 
participant by reason of his 
participation in that plan.

(c) M oney purchase plan. An 
individual is an active participant in a 
money purchase plan if under the terms 
of the plan employer contributions must 
be allocated to the individual’s account 
with respect to the plan year ending 
with or within the individual’s taxable 
year. This rule applies even if an 
individual is not employed at any time 
dining the individual’s taxable year.

(d) Profit-sharing and stock-bonus 
plans—(1) In general. This paragraph 
applies to profit-sharing and stock 
bonus plans. An individual is an active 
participant in such plans in a taxable 
year if a forfeiture is allocated to his 
account as of a date in such taxable 
year. An individual is also an active 
participant in a taxable year in such 
plans if an employer contribution is 
added to the participant’s account in 
such taxable year. A contribution is 
added to a participant’s account as of 
the later of the following two dates: the 
date the contribution is made or the date 
as of which it is allocated. Thus, if a 
contribution is made in an individual’s 
taxable year 2 and allocated as of a date 
in individual’s taxable year 1, the later 
of the relevant dates is the date the
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contribution is made. Consequently, the 
individual is an active participant in 
year 2 but not in year 1 as a result of 
that contribution.

(2) S pecial rule. An individual is not 
an active participant for a particular 
taxable year by reason of a contribution 
made in such year allocated to a 
previous year if such individual was an 
active participant in such previous year 
by reason of a prior contribution that 
was allocated as of a date in such 
previous year.

(e) Em ployee contributions. If an 
employee makes a voluntary or 
mandatory contribution to a plan 
described in paragraphs (b), (c), or (d) of 
this section, such employee is an active 
participant in the plan for the taxable 
year in which such contribution is made.

(f) Certain individuals not active 
participants. For purposes of this 
section, an individual is not an active 
participant under a plan for any taxable 
year of such individual for which such 
individual elects, pursuant to the plan, 
not to participate in such plan.

(g) Retirem ent savings fo r  m arried  
individuals. The provisions of this 
section apply in determining whether an 
individual or his spouse is an active 
participant in a plan for purposes of 
section 220 (relating to retirement 
savings for certain married individuals).

(h) Exam ples.The provisions of this 
section may be illustrated by the 
following examples:

Exam ple (1). Hie X Corporation maintains 
a defined benefit plan which has the 
following rules on participation and accrual 
of benefits. Each employee who has attained 
the age of 25 or has completed one year of 
service is a participant in the plan. The plan 
further provides that each participant shall 
receive upon retirement $12 per month for 
each year of service in which the employee 
completes 1,000 hours of service. The plan 
year is the calendar yeaT. B, a calendar-year 
taxpayer, enters the plan on January 2,1980, 
when he is 27 years of age. Since B has 
attained the age of 25, he is a participant in 
the plan. However, B completes less than 
1,000 hours of service in 1980 and 1981. 
Although B is not accruing any benefits under 
the plan in 1980 and 1981, he is an active 
participant under section 219(b)(2) because 
he is a participant in the plan. Thus, B cannot 
make deductible contributions to an 
individual retirement arrangement for his 
taxable years of 1980 and 1981.

Exam ple (2). The Y Corporation maintains 
a profit-sharing plan for its employees. The 
plan year of the plan is the calendar year. C 
is a calendar-year taxpayer and a participant 
in the plan. On June 30,1980, the employer 
makes a contribution for 1980 which as 
allocated on July 31,1980. In 1981 the 
employer makes a second contribution for 
1980, allocated as of December 31,1980.
Under the general rule stated in § 1.219- 
2(d)(1); C is an active participant in 1980. 
Under the special rule stated in $ 1.219-

2(d)(2), however, C is not an active 
participant in 1981 by reason of that 
contribution made in 1981.

(1) E ffective date. The provisions set 
forth in this section are effective for 
taxable years beginning after December
31,1978.

Par. 2. The following new section is 
added immediately after § 1.407-1:

§ 1.408-1 General rules.
(a) In general. Section 408 prescribes 

rules relating to individual retirement 
accounts and individual retirement 
annuities. In addition to the rules set 
forth in §§ 1.408-2 and 1.408-3, relating 
respectively to individual retirement 
accounts and individual retirement 
annuities, the rules set forth in this 
section shall also apply.

(b) Exem ption from  tax. The 
individual retirement account or 
individual retirement annuity is exempt 
from all taxes under subtitle A of the 
Code other than the taxes imposed 
under section 511, relating to tax on 
unrelated business income of charitable, 
etc., organizations.

(c) Sanctions—(1) E xcess 
contributions. If an individual retirement 
account or individual retirement annuity 
accepts and retains excess 
contributions, the individual on whose 
behalf the account is established or who 
is the owner of the annuity will be 
subject to the excise tax imposed by 
section 4973.

(2) P rohibited transactions by  ow ner 
or ben eficiary  o f  individual retirem ent 
account—(i) Under section 408(e)(2), i t  
during any taxable year of the 
individual for whose benefit any 
individual retirement account is 
established, that individual or the 
individual’s beneficiary engages in any 
transaction prohibited by section 4975 
with respect to such account, such 
account ceases to be an individual 
retirement account as of the first day of 
such taxable year. In any case in which 
any individual retirement account 
ceases to be an individual retirement 
account by reason of the preceding 
sentence as of the first day of any 
taxable year, section 408(d)(1) applies as 
if there were a distribution on such first 
day in an amount equal to the fair 
market value (on such first day) of all 
assets in the account (on such first day). 
The preceding sentence applies even 
though part of die fair market value of 
the individual retirement account as of 
the first day of the taxable year is 
attributable to excess contributions 
which may be returned tax-free under 
section 408(d)(4) or 408(d)(5).

(ii) If the trust with which the 
individual engages in any transaction 
described in subdivision (i) of this

subparagraph is established by an 
employer or employee association under 
section 408(c), only the employee who 
engages in the prohibited transaction is 
subject to disqualification of his 
separate account

(3) P rohibited transaction by  person  
other than ow ner or ben eficiary  o f  
account. If any person other than the 
individual on whose behalf an 
individual retirement account is 
established or the individual’s 
beneficiary engages in any transaction 
prohibited by section 4975 with respect 
to such account such person shall be 
subject to the taxes imposed by section 
4975.

(4) Pledging account a s security.
Under section 408(e)(4), if, during any 
taxable year of the individual for whose 
benefit an individual retirement account 
is established, that individual uses the 
account or any portion thereof as 
security for a loan, the portion so used is 
treated as distributed to that individual.

(5) Borrowing on annuity contract. 
Under section 408(e)(3), if during any 
taxable year the owner of an individual 
retirement annuity borrows any money 
under or by use of such contract, the 
contract ceases to be an individual 
retirement annuity as of the first day of 
such taxable year. See § 1.408-3(c).

(6) Prem ature distributions. If a 
distribution (whether a deemed 
distribution or an actual distribution) is 
made from an individual retirement 
account, or individual retirement 
annuity, to the individual for whose 
benefit the account was established, or 
who is the owner of the annuity, before 
the individual attains age 59 Vz (unless 
the individual has become disabled 
within the meaning of section 72(m)(7)), 
the tax under Chapter 1 of the Code for 
the taxable year in which such 
distribution is received is increased 
under section 408(f)(1) or (f)(2). The 
increase equals 10 percent of the amount 
o f the distribution which is includible in 
gross income for the taxable year.
Except in the case of the credits 
allowable under section 31,39, or 42, no 
credit can be used to offset the 
increased tax described in this 
subparagraph. See, however, § 1.408- 
4(c)(3).

(d) Lim itation on contributions and  
benefits. An individual retirement 
account or individual retirement annuity 
is subject to the limitation on 
contributions and benefits imposed by 
section 415 for years beginning after 
December 31,1975.

(e) Community property law s. Section 
408 shall be applied without regard to 
any community property laws.
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§ 1.408-2 Individual retirement accounts.
(a) In general. An individual 

retirement account must be a trust or a 
custodial account (see paragraph (d) of 
this section). It must satisfy the 
requirements of paragraph (b) of this 
section in order to qualify as an 
individual retirement account. It may bre 
established and maintained by an 
individual, by an employer for the 
benefit of his employees (see paragraph
(c) of this section), or by an employee 
association for the benefit of its 
members (see paragraph (c) of this 
section).

(b) Requirem ents. An individual 
retirement account must be a trust 
created or organized in the United 
States (as defined in section 7701(a)(9)) 
for the exclusive benefit of an individual 
or his beneficiaries. Such trust must be 
maintained at all times as a domestic 
trust in the United States. The 
instrument creating the trust must be in 
writing and the following requirements 
must be satisfied.

(1) Amount o f  accep tab le  
contributions. Except in the case of a 
contribution to a simplified employee 
pension described in section 408(k) and 
a rollover contribution described in 
section 408(d)(3), 402(a)(5), 402(a)(7), 
403(a)(4), 403(b)(8) or 409(b)(3)(C), the 
trust instrument must provide that 
contributions may not be accepted by 
the trustee for the taxable year in excess 
of $1,500 on behalf of any individual for 
whom the trust is maintained. An 
individual retirement account 
maintained as a simplified employee 
pension may provide for the receipt of 
up to $7,500 for a calendar year.

(2) Trustee, (i) The trustee must be a 
bank (as defined in section 401(d)(1) and 
the regulations thereunder) or another 
person who demonstrates, in the manner 
described in paragraph (b)(2)(ii) of this 
section, to the satisfaction of the 
Commissioner, that the manner in which 
the trust will be administered will be 
consistent with the requirements of 
section 408 and this section.

(ii) A person may demonstrate to the 
satisfaction of the Commissioner that 
the manner in which he will administer 
the trust will be consistent with the 
requirements of section 408 only upon 
the filing of a written application to the 
Commissioner of Internal Revenue, 
Attention: E:EP, Internal Revenue 
Service, Washington, D.C. 20224. Such 
application must meet the applicable 
requirements of the regulations under 
section 401(d)(1), relating to nonbank 
trustees of pension and profit-sharing 
trusts benefiting owner-employees.

(iii) Section 11.408(a)(2)-l of the 
Temporary Income Tax Regulations

under the Employee Retirement Income 
Security Act of 1974 is superseded by 
this subparagraph (2).

(3) L ife insurance contracts. No part 
of the trust funds may be invested in life 
insurance contracts. An individual 
retirement account may invest in 
annuity contracts which provide, in the 
case of death prior to the time 
distributions commence, for a payment 
equal to the sum of the premiums paid 
or, if greater, the cash value of the 
contract.

(4) N onforfeitability. The interest of 
any individual on whose behalf the trust 
is maintained in the balance of his 
account must be nonforfeitable.

(5) Prohibition against commingling.
(i) The assets of the trust must not be v  
commingled with other property except 
in a common trust fund or common 
investment fund.

(ii) For purposes of this subparagraph, 
the term “common investment fund” 
means a group trust created for thte 
purpose of providing a satisfactory . 
diversification or investments or a 

‘reduction of administrative expenses for 
the individual participating trusts, and 
which group trust satisfies the 
requirements of section 408(c) (except 
that it need not be established by an 
employer or an association of 
employees) and the requirements of 
section 401(a) in the case of a group 
trust in which one of the individual 
participating trusts is an employees’ 
trust described in section 401(a) which is 
exempt from tax under section 501(a).

(iii) For purposes of this 
subparagraph, the term “individual 
participating trust” means an 
employees’ trust described in section 
401(a) which is exempt from tax under 
section 501(a) or a trust which satisfies 
the requirements of section 408(a) 
provided that in the case of such an 
employees’ trust, such trust would be 
permitted to participate in such a group 
trust if all the other individual 
participating trusts were employees* 
trusts described in section 401(a) which 
are exempt from tax under section 
501(a).

(6) Distribution o f  interest, (i) The 
trust instrument must provide that the 
entire interest of the individual for 
whose benefit the trust is maintained 
must be distributed to him in 
accordance with paragraph (b)(6)(ii) or 
(iii) of this section.

(ii) Unless the provisions of paragraph
(b)(6)(iii) of this section apply, the entire 
interest of the individual must be 
actually distributed to him not later than 
the close of his taxable year in which he 
attains age 70V2.

(iii) In lieu of distributing the 
individual’s entire interest as provided

in paragraph (b)(6)(ii) of this section, the 
interest may be distributed commencing 
not later than the taxable year described 
in such paragraph (b)(6)(ii). In such case, 
the trust must expressly provide that the 
entire interest of the individual will be 
distributed to the individual and the 
individual’s beneficiaries, in a manner 
which satisfies the requirements of 
paragraph (b)(6)(v) of this section, over 
any of the following periods (or any 
combination thereof)—

(A) The life o f  the individual,
(B) The lives of the individual and 

spouse,
(C) A period certain not extending 

beyond the life expectancy of the 
individual, or

(D) A period certain not extending 
beyond the joint life and last survivor 
expectancy of the individual and 
spouse.

(iv) The life expectancy of the 
individual or the joint life and last 
survivor expectancy of the individual 
and spouse cannot exceed the period 
computed by use of the expected return 
multiples in § 1.72-9, or, in the case of 
payments under a contract issued by an 
insurance company, the period 
computed by use of the mortality tables 
of such company.

(v) If an individual’s entire interest is 
to be distributed over a period described 
in paragraph (b)(6)(iii) of this section, 
beginning in the year the individual 
attains 70 % the amount to be distributed 
each year must be not less than the 
lesser of the balance of the individual’s 
entire interest or an amount equal to the 
quotient obtained by dividing the entire 
interest of the individual in the trust at 
the beginning of such year (including 
amounts not in the individual retirement 
account at the beginning of the year 
because they have been withdrawn for 
the purpose of making a rollover 
contribution to another individual 
retirement plan) by the life expectancy 
of the individual (or the joint life and 
last survivor expectancy of the 
individual and spouse (whichever is 
applicable)), determined in either case 
as of the date the individual attains age 
70 in accordance with paragraph
(b)(6)(iv) of this section, reduced by one 
for each taxable year commencing after 
the individual’s attainment of age 70%. 
An annuity or endowment contract 
issued by an insurance company which 
provides for non-increasing payments 
over one of the periods described in 
paragraph (b)(6)(iii) of this section 
beginning not later than the close of the 
taxable year in which the individual 
attains age 70% satisfies this provision. 
However, no distribution need be made 
in any year, or a lesser amount may be 
distributed, if beginning with the year
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the individual attains age 70 Yt the 
aggregate amounts distributed by the 
end of any year are at least equal to the 
aggregate of the minimum amounts 
required by this subdivision to have 
been distributed by the end of such year.

(vi) If an individuals entire interest is 
distributed in the form of an annuity 
contract, then the requirements of 
section 408(a)(6) are satisfied if the 
distribution of such contract takes place 
before the close of the taxable year 
described in subdivision (ii) of this 
subparagraph, and if the individual’s 
interest will be paid over a period 
described in subdivision (iii) of this 
subparagraph and at a rate which 
satisfies the requirements of subdivision
(v) of this subparagraph.

(vii) In determining whether 
paragraph (b)(6)(v) of this section is 
satisfied, all individual retirement plans 
maintained for an individual’s benefit 
(except those under which he is a 
beneficiary described in section 
408(a)(7)) at the close of the taxable year 
in which he reaches age 70Vz must be 
aggregated. Thus, the total payments 
which such individual receives in any 
taxable year must be at least equal to 
the amount he would have been 
required to receive had all the plans 
been one plan at the dose of the taxable 
year in which he attained age 70%.

(7) Distribution upon death, (i) The 
trust instrument must provide that if the 
individual for whose benefit the trust is 
maintained dies before the entire 
interest in the trust has been distributed 
to him, or if distribution has been 
commenced as provided in paragraph
(b)(6) of this section to the surviving 
spouse and such spouse dies before the 
entire interest has been distributed to 
such spouse, the entire interest (or the 
remaining part of such interest if 
distribution thereof has commenced) 
must, within 5 years after the 
individual’s death (or the death of the 
surviving spouse) be distributed or 
applied to die purchase of an immediate 
annuity for this beneficiary or 
beneficiaries (or the beneficiary or 
beneficiaries of the surviving spouse) 
which will be payable for the life of such 
beneficiary or beneficiaries (or for a 
term certain not extending beyond die 
life expectancy of such beneficiary or 
beneficiaries) and which annuity 
contract will be immediately distributed 
to such beneficiary or beneficiaries. A 
contract described in the preceding 
sentence is not includible in gross 
income upon distribution. Section 1.408- 
4(e) provides rules applicable to the 
taxation of such contracts. The first 
sentence of this paragraph (b)(7) shall 
have no application if distributions over

a term certain commenced before the 
death of the individual for whose benefit 
the trust was maintained and the term 
certain is for a period permitted under 
paragraph (b)(6)(iii) (C) or (D) of this 
section.

(ii) Each such beneficiary (or 
beneficiary of a surviving spouse) may 
elect to treat the entire interest in the 
trust (or the remaining part of such 
interest if distribution thereof has 
commenced) as an account subject to 
the distribution requirements of section 
408(a)(6) and paragraph (b)(6) of this 
section instead of those of section 
408(a)(7) and paragraph (b)(7) of this 
section. Such an election will be deemed 
to have been made if such beneficiary 
treats the account in accordance with 
the requirements of section 408(a)(6) and 
paragraph (b)(6) of this section. An 
election will be considered to have been 
made by such beneficiaiy if  either of the 
following occurs: (A) any amounts in the 
account (including any amounts that 
have been rolled over, in accordance 
with the requirements of section 
408(d)(3) (A)(i), into an individual 
retirement account, individual 
retirement annuity, or retirement bond 
for the benefit of such individual) have 
not been distributed within the 
appropriate time period required by 
section 408(a)(7) and paragraph (b)(7) of 
this section; or (B) any additional 
amounts are contributed to the account 
(or to the account, annuity, or bond to 
which the beneficiary has rolled such 
amounts over, as described in (1) above] 
which are subject, or deemed to be 
subject, to the distribution requirements 
of section 408(a)(6) and paragraph (b)(6) 
of this section.

(8) D efinition o f  ben eficiaries. The 
term “beneficiaries” on whose behalf an 
individual retirement account is 
established includes (except where the 
context indicates otherwise) the estate 
of the individual, dependents of the 
individual, and any person designated 
by the individual to share in the benefits 
of the account after the death of the 
individual.

(c) Accounts estab lish ed  by  
em ployers and certain  association  o f  
em ployees. (1) In general. A  trust 
created or organized in the United 
States (as defined in section 7701(a)(9)) 
by an employer for the exclusive benefit 
of his employees or their beneficiaries, 
or by an association of employees for 
the exclusive benefit of its members or 
their beneficiaries, is treated as an 
individual retirement account if the 
requirements of paragraphs (c)(2) and
(c)(3) of this section are satisfied under 
the written governing instrument 
creating the trust A  trust described in

the preceding sentence is for the 
exclusive benefit of employees or 
members even though it may maintain 
an account for former employees or 
members and employees who are 
temporarily on leave.

(2) G eneral requirem ents. The trust 
must satisfy the requirements of 
paragraphs (b) (1) through (7) of this 
section.

(3) S pecial requirem ent. There must 
be a separate accounting for the interest 
of each employee or member.

(4) Definitions, (i) Separate 
accounting. For purposes of paragraph
(c)(3) of this section, the term “separate 
accounting” means that separate 
records must be maintained with respect 
to the interest of each individual for 
whose benefit the trust is maintained. 
The assets of the trust may be held in a 
common trust fund, common investment 
fund, or common fund for the account of 
all individuals who have an interest in 
the trust.

(ii) Em ployee association . For 
purposes of this paragraph and section 
408(c), the term “employee association” 
means any organization composed of 
two or more employees, including but 
not limited to, an employee association 
described in section 501(c)(4). Such 
association may include employees 
within the meaning of section 401(c)(1). 
There must be, however, some nexus 
between the employees [e.g., employees 
of same employer, employees in the 
same industry, etc.) in order to qualify 
as an employee association described in 
this subdivision (ii).

(d) Custodial accounts. For purposes 
of this section and section 408(a), a 
Custodial account is treated as a trust 
described in section 408(a) if  such 
account satisfies the requirements of 
section 408(a) except that it is not a trust 
and if  the assets of such account are 
held by a bank (as defined in section 
401(d)(1) and the regulations thereunder) 
or such other person who satisfies the 
requirements of paragraph (b)(2)(ii) of 
this section. For purposes of this 
chapter, in the case of a custodial 
account treated as a trust by reason of 
the preceding sentence, the custodian of 
such account will be treated as the 
trustee thereof.

§ 1.408-3 Individual retirement annuities.
(a) In general. An individual 

retirement annuity is an annuity 
contract or endowment contract 
(described in paragraph (e) (1) of this 
section) issued by an insurance 
company which is qualified to do 
business under the law of the 
jurisdiction in which the contract is sold 
and which satisfies the requirements of 
paragraph (b) of this section. A
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participation certificate in a group 
contract issued by an insurance 
company described in this paragraph 
will be treated as an individual 
retirement annuity if the contract 
satisfies the requirements of paragraph
(b) of this section; the certificate of 
participation sets forth the requirements 
of paragraphs (1) through (5) of section 
408 (b); the contract provides for a 
separate accounting of the benefit 
allocable to each participant-owner; and 
the group contract is for the exclusive 
benefit of the participant owners and 
their beneficiaries. For purposes of this 
title, a participant-owner of a group 
contract described in this paragraph 
shall be treated as the owner of an 
individual retirement annuity. A 
contract will not be treated as other 
than an individual retirement annuity 
merely because it provides for waiver of 
premium on disability. An individual 
retirement annuity contract which 
satisfies the requirements of section 408 
(b) need not be purchased under a trust 
if the requirements of paragraph (b) of 
this section are satisfied. An individual 
retirement endowment contract may not 
be held under a trust which satisfies the 
requirements of section 408 (a). 
Distribution of the contract is not a 
taxable event. Distributions under the 
contract are includible in gross income 
in accordance with the provisions of 
§ 1.408-4 (e).

(b) Requirem ents—(1) Transferability . 
The annuity or the endowment contract 
must not be transferable by the owner. 
An annuity or endowment contract is 
transferable if the owner can transfer 
any portion of his interest in the 
contract to any person other than the 
issuer thereof. Accordingly, such a 
contract is transferable if the owner can 
sell, assign, discount, or pledge as 
collateral for a loan or as security for 
the performance of an obligation or for 
any other purpose his interest in the 
contract to any person other than the 
issuer thereof. On the other hand, a 
contract is not to be considered 
transferable merely because the 
contract contains: a provision permitting 
the individual to designate a beneficiary 
to receive the proceeds in the event of 
his death, a provision permitting the 
individual to elect a joint and survivor 
annuity, or other similar provisions.

(2) Annual premium. Except in the 
case of a contribution to a simplified 
employee pension described in. section 
408 (k), the annual premium on behalf of 
any individual for the annuity or the 
endowment contract cannot exceed 
$1,500. Any refund of premiums must be 
applied before the close of the calendar 
year following the year of the refund

toward the payment of future premiums 
or the purchase of additional benefits.

(3) Distribution. The entire interest of 
the owner must be distributed to him in 
the same manner and over the same 
period as described in § 1.408-2 (b) (6).

(4) Distribution upon death. If the 
owner dies before the entire interest has 
been distributed to him, or if distribution 
has commenced to the surviving spouse, 
the remaining interest must be 
distributed in the same manner, over the 
same period, and to the same 
beneficiaries as described in § 1.408-2
(b) (7).

(5) N onforfeitability. The entire 
interest of the owner in the annuity or 
endowment contract must be 
nonforfeitable.

(6) F lex ible premium. (Reserved)
(c) D isqualification. If during any 

taxable year the owner of an annuity 
borrows any money under the annuity 
or endowment contract or by use of such 
contract (including, but not limited to, 
pledging the contract as security for any 
loan), such contract will cease to be an 
individual retirement annuity as of the 
first day of such taxable year, and will 
not be an individual retirement annuity- 
at any time thereafter. If an annuity or 
endowment contract which constitutes 
an individual retirement annuity is 
disqualified as a result of the preceding 
sentence, an amount equal to the fair 
market value of the contract as of the 
first day of the taxable year of the 
owner in which such contract is 
disqualified is deemed to be distributed 
to the owner. Such owner shall include 
in gross income for such year an amount 
equal to the fair market value of such 
contract as of such first day. The 
preceding sentence applies even though 
part of the fair market value of the 
individual retirement annuity as of the 
first day of the taxable year is 
attributable to excess contributions 
which may be returned tax-free under 
section 408(d)(4) or 408(d)(5).

(d) Premature distribution tax on 
deem ed distribution. If the individual 
has not attained age 59 V2 before the 
beginning of the year in which the 
disqualification described in paragraph
(c) of this section occurs, see section 
408(f)(2) for additional tax on premature 
distributions.

(e) Endowment contracts—(1) 
A dditional requirem ent fo r  endowment 
contracts. No contract providing life 
insurance protection issued by a 
company described in paragraph (a) of 
this section shall be treated as an 
endowment contract for purposes of this 
section if—

(i) Such contract matures later than 
the taxable year in which the individual

in whose name the contract is 
purchased attains the age of 70V2;

(ii) Such contract is not for the 
exclusive benefit of such individual or 
his beneficiaries;

(iii) Premiums under the contract may 
increase over the term of the contract;

(iv) When all premiums are paid when 
due, the case value of such contract at 
maturity is less than the death benefit 
payable under the contract at any time 
before maturity;

(v) The death benefit does not, at 
some time before maturity, exceed the 
greater of the cash value or the sum of 
premiums paid under the contract;

(vi) Such contract does not provide for 
a cash value;

(vii) Such contract provides that the 
life insurance element of such contract 
may increase over the term of such 
contract, unless such increase is merely 
because such contract provides for the 
purchase of additional benefits;

(viii) Such contract provides insurance 
other than life insurance and waiver of 
premiums upon disability; or

(ix) Such contract is issued after 
November 6,1978.

(2) Treatm ent o f  p roceeds under 
endowm ent contract upon death o f  
individual. In the case of the epayment 
of a death benefit under an endowment 
contract upon the death of the individual 
in whose name the contract is 
purchased, the portion of such payment 
which is equal to the cash value 
immediately before the death of such 
individual is not excludable from gross 
income under section 191(a) and is 
treated as a distribution from an 
individual retirement annuity. The 
remaining portion, if any, of such 
payment constitutes current life 
insurance protection and is excludable 
under section 101(a). If a death benefit is 
paid under an endowment contract at a 
date or dates later than the death of the 
individual, section 101(d) is applicable 
only to the portion of the benefit which 
is attributable to the amount excludable 
under section 101(a).

§ 1.408-4 Treatment of distributions from  
Individual retirement arrangements.

(a) G eneral rule—(1) Inclusion in 
incom e. Except as otherwise provided in 
this section, any amount actually paid or 
distributed or deemed paid or 
distributed from an individual 
retirement account or individual 
retirement annuity shall be included in 
the gross income of the payee or 
distributee for the taxable year in which 
the payment or distribution is received.

(2) Zero basis. Notwithstanding 
section 1015(d) or any other provision of 
the Code, the basis (or investment in the 
contract) of any person in such an
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account or annuity is zero. For purposes 
of this section, an assignment of an 
individual’s rights under an individual 
retirement account or an individual 
retirement annuity shall, except as 
provided in § 1.408-4{g) (relating to 
transfer incident to divorce), be deemed 
a distribution to such individual from 
such account or annuity of the amount 
assigned.

(b) R ollover contribution—(1) To 
individual retirem ent arrangement. 
Paragraph (a)(1) of this section shall not 
apply to any amount paid or distributed 
from an individual retirement account or 
individual retirement annuity to the 
individual for whose benefit the account 
was established or who is the owner of 
the annuity if the entire amount received 
(including the same amount of money 
and any other property) is paid into an 
individual retirement account, annuity 
(other than an endowment contract), or 
bond created for the benefit of such 
individual not later than the 60th day 
after the day on which he receives the 
payment or distribution.

(2) To qu alified  plan. Paragraph (a)(1) 
of this section does not apply to any 
amount paid or distributed from an 
individual retirement account or 
individual retirement annuity to the 
individual for whose benefit the account 
was established or who is the owner of 
the annuity if—

(i) No amount in the account or no 
part of the value of the annuity is 
attributable to any source other than a 
rollover contribution from an employees' 
trust described in section 401(a) which is 
exempt from tax under section 501(a) or 
a rollover contribution from an annuity 
plan described in section 403(a) and the 
earnings on such sums, and

(ii) The entire amount received 
(including the same ¿mount of money 
and any other property) represents the 
entire amount in the account and is paid 
into another such trust or plan (for the 
benefit of such individual) not later than 
the 60th day after the day on which the 
payment or distribution is received.
This subparagraph does not apply if any 
portion of the rollover contribution 
described in paragraph (b)(2)(i) of this 
section is attributable to an employees' 
trust forming part of a plan or an 
annuity under which the individual was 
an employee within the meaning of 
section 401(c)(1) at the time 
contributions were made on his behalf 
under the plan.

(3) To section  403(b) contract. 
(Reserved)

(4) Frequency lim itation, (i) For 
taxable years beginning on or before 
December 31,1977, paragraph (b)(1) of 
this section does not apply to any

amount received by an individual from 
•an individual retirement account, 
annuity or bond if at any time during the 
3-year period ending on the day of 
receipt, the individual received any 
other amount from an individual 
retirement account, annuity or bond 
which was not includible in his gross 
income because of the application of 
paragraph (b)(1) of this section.

(ii) [Reserved]
(c) E xcess contributions returned 

before due date o f  return—(1) Excess 
contribution. For purposes of this 
paragraph, excess contributions are the 
excess of the amounts contributed to an 
individual retirement account or paid for 
an individual retirement annuity during 
the taxable year over the amount 
allowable as a deduction under section 
219 or 220 for the taxable year.

(2) G eneral rule, (i) Paragraph (a)(1) of 
this section does not apply to the 
distribution of any excess contribution 
paid during a taxable year to an account 
or annuity if: the distribution is received 
on or before the date prescribed by law 
(including extensions) for filing the 
individual’s return for such taxable year; 
no deduction is allowed under section 
219 or section 220 with respect to the 
excess contribution; and the distribution 
is accompanied by the amount of net 
income attributable to the excess 
contribution as of the date of the 
distribution as determined under 
subdivision (ii).

(ii) The amount of net income 
attributable to the excess contributions 
is an amount which bears the same ratio 
to the net income earned by the account 
during the computation period as the 
excess contribution bears to the sum of 
the balance of the account as of the first 
day of die taxable year in which the 
excess contribution is made and the 
total contribution made for such taxable 
year. For purposes of this paragraph, the 
term “computation period” means the 
period beginning on the first day of the 
taxable year in which the excess 
contribution is made and ending on the 
date of the distribution from the 
account.

(iii) For purposes of paragraph
(c)(2)(ii), the net income earned by the 
account during the computation period 
is the fair market value of the balance of 
the account immediately after the 
distribution increased by the amount of 
distributions from the account during the 
computation period, and reduced (but 
not below zero) by the sum of: (A) the 
fair market value of the balance of the 
account as of the first day of the taxable 
year in which the excess contribution is 
made and (B) the contributions to the 
account made during the computation 
period.

(3) Time o f  inclusion, (i) For taxable 
years beginning before January 1,1977, 
the amount of net income determined 
under subparagraph (2) is includible in 
the gross income of the individual for 
the taxable year in which it is received. 
The amount of net income thus 
distributed is subject to the tax imposed 
by section 408(f)(1) for the year 
includible in gross income.

(ii) [Reserved]
(4) Exam ple. The provisions of this 

paragraph may be illustrated by the 
following example:

Exam ple. On January 1,1975, A, age 55, . 
who is a calendar-year taxpayer, contributes 
$1,500 to an individual retirement account 
established for his benefit. For 1975, A is 
entitled to a deduction of $1,400 under section 
219. For 1975, A does not claim as deductions 
any other items listed in section 62. A’s gross 
income for 1975 is $9,334. On April 1,1976,
$107 is distributed to A from his individual 
retirement account. As of such date, the 
balance of the account is $1,498 [$1,605 — 
$107). There were no other distributions from 
the account as of such date. The net amount 
of income earned by the account is $105 
[$1,498 +  $107 -  (0 +  $1,500)]. The net 
income attributable to the excess 
contribution is $7. [$105 X ($100/$1,500)]. A’s 
adjusted gross income for 1975 is his gross 
income for 1975 ($9,334) reduced by the 
amount allowable to A as a deduction under 
section 219 ($1,400), or $7,934. A will include 
the $7 of the $107 distributed on April 1,1976, 
in his gross income for 1976. Further, A will 
pay an additional income tax of $.70 for 1976 
under section 408(f)(1).

(d) D eem ed distribution—(1) G eneral 
rule. In any case in which an individual 
retirement account ceases to be an 
individual retirement account by reason 
of the application of section 408(e)(2), 
paragraph (a)(1) of this section shall 
apply as if there were a distribution on 
the first day of the taxable year in which 
such account ceases to be an individual 
retirement account of an amount equal 
to the fair market value on such day of 
all of the assets in the account on such 
day. In the case of a deemed distribution 
from an individual retirement annuity, 
see § 1.408-3(d).

(2) Using account as security. In any 
case in which an individual for whose 
benefit an individual retirement account 
is established uses, directly or 
indirectly, all or any portion of the 
account as security for a loan, 
paragraph (a)(1) of this section shall 
apply as if there were distributed on the 
first day of the taxable year in which the 
loan was made an amount equal to that 
portion of the account used as security 
for such loan.

(e) Distribution o f  annuity contracts. 
Paragraph (a)(1) of this section does not 
apply to any annuity contract which is 
distributed from an individual
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retirement account and which satisfies 
the requirements of paragraphs (b) (1),
(3), (4) and (5) of section 408. Amounts 
distributed under such contracts will be 
taxable to the distributee under section 
72. For purposes of applying section 72 
to a distribution from such a contract, 
the investment in such contract is zero.

(f) Treatment o f assets distributed  
from  an individual retirem ent account 
fo r  the purchase o f  an endowment 
contract. Under section 408(e)(5), if all, 
or any portion, of the assets of an 
individual retirement account are used 
to purchase an endowment contract 
described in § 1.408-3(e) for the benefit 
of the individual for whose benefit the 
account is established—

(1) The excess, if any, of the total 
amount of assets used to purchase such 
contract over the portion of the assets 
attributable to life insurance protection 
shall be treated as a rollover 
contribution described in section 
408(d)(3), and

(2) The portion of the assets 
attributable to life insurance protection 
shall be treated as a distribution 
described in paragraph (a)(91) of this 
section, except that the provisions of 
section 408(f) shall not apply to such 
amount.

(g) Transfer incident to divorce—{ 1) 
G eneral rule. The transfer of an 
individual’s interest, in whole or in part, 
in an individual retirement account, 
individual retirement annuity, or a 
retirement bond, to his former spouse 
under a valid divorce decree or a 
written instrument incident to such 
divorce shall not be considered to be a 
distribution from such an account or 
annuity to such individual or his former 
spouse; nor shall it be considered a 
taxable transfer by such individual to 
his former spouse notwithstanding any 
other provision of Subtitle A of the 
Code.

(2) Spousal account. The interest 
described in this paragraph (g) which is 
transferred to the former spouse shall be • 
treated as an individual retirement 
account of such spouse if the interest is 
an individual retirement account; an 
individual retirement annuity of such 
spouse if such interest is an individual 
retirement annuity; and a retirement 
bond of such spouse if such interest is a 
retirement bond.

§ 1.408-5 > Annual reports by trustees or 
issuers.

(a) In general. The trustee of an 
individual retirement account or the 
issuer of an individual retirement 
annuity shall make annual calendar 
year reports concerning the status of the 
account or annuity. The report shall 
contain the information required in

paragraph (b) and be furnished or filed 
in the manner and time specified in 
paragraph (c).

(b) Inform ation requ ired to b e  
included in the annual reports. The 
annual calendar year report shall 
contain the following information for 
transactions occurring during the 
calendar year—

(1) The amount of contributions;
(2) The amount of distributions;
(3) In the case of an endowment 

contract, the amount of the premium 
paid allocable to the cost of life 
insurance;

(4) The name and address of the 
trustee or issuer; and

(5) Such other information as the 
Commissioner may require.

(c) M anner and tim e fo r  filing. (1) The 
annual report shall be furnished to the 
individual on whose behalf the account 
is established or in whose name the 
annuity is purchased (or the beneficiary 
of the individual or owner). Hie report 
shall be furnished on or before the 30th 
day of June following the calendar year 
for which the report is required.

(2) The Commissioner may require the 
annual report to be filed with the 
Service at the time the Commissioner 
specifies.

(d) Penalties. Section 6693 prescribes 
penalties for failure to file the annual 
report.

(e) E ffective date. This section shall 
apply to reports for calendar years after 
1978.

(f) Reports fo r  years prior to 1979. For 
years prior to 1979, a trustee or issuer 
shall make reports in the time and 
manner as the Commissioner requires.

§ 1.408-6 Disclosure statements for 
individual retirement arrangements.

(a) In general—{1) G eneral rule. 
Trustees and issuers ojp individual 
retirement accounts and annuities are, 
under the authority of section 408 (i), 
required to provide disclosure 
statements. This section sets forth these 
requirements.

(2) (Reserved]
(b) [Reserved]
(c) [Reserved]
(d) Requirem ents. (1) [Reserved]
(2) [Reserved]
(3) [Reserved]
(4) D isclosure statem ents—(i) Under 

the authority contained in section 408(i), 
a disclosure statement shall be 
furnished in accordance with the 
provisions of this subparagraph by the 
trustee of an individual retirement 
account described in section 408(a) or 
the issuer of an individual retirement 
annuity described in section 408(b) or of 
an endowment contract described in

section 408(b) to the individual 
(hereinafter referred to as the 
“benefited individual”) for whom such 
an account, annuity, or contract is, or is 
to be, established.

(ii)(A)/2y The trustee or issuer shall 
furnish, or cause to be furnished, to the 
benefited individual, a disclosure 
statement satisfying the requirements of 
subdivisions (iii) through (viii) of this 
subparagraph, as applicable, and a copy 
of the governing instrument to be used 
in establishing the account, annuity, or 
endowment contract. The copy of such 
governing instrument need not be filled 
in with financial and other data 
pertaining to the benefited individual; 
however, such copy must be complete in 
all other respects. The disclosure 
statement and copy of the governing 
instrument must be received by the 
benefited individual at least seven days 
preceding the earlier of the date of 
establishment or purchase of the 
account, annuity, or endowment 
contract. A disclosure statement or copy 
of the governing instrument required by 
this subparagraph may be received by 
the benefited individual less than seven 
days preceding, but no later than, the 
earlier of the date of establishment or 
purchase, if the benefited individual is 
permitted to revoke the account, 
annuity, or endowment contract 
pursuant to a procedure which satisfies 
the requirements of subdivision (ii) (A)(2) 
of this subparagraph.

(2) A procedure for revocation 
satisfies the requirements of this 
subdivision (ii)(A)(2) of this 
subparagraph if the benefited individual 
is permitted to revoke the account, or 
endowment contract by mailing or 
delivering, at his option, a notice of 
revocation on or before a day not less 
than seven days after the earlier of the 
date of establishment or purchase and, 
upon revocation, is entitled to a return 
of the entire amount of the consideration 
paid by him for the account, annuity, or 
endowment contract without adjustment 
for such items as sales commissions, 
administrative expenses or fluctuation 
in market value. The procedure may 
require that the notice be in writing or 
that it be oral, or it may require both a 
written and an oral notice. If an oral 
notice is required or permitted, the 
procedure must permit it to be delivered 
by telephone call dining normal 
business hours. If a written notice is 
required or permitted, the procedure 
must provide that, if mailed, it shall be 
deemed mailed on the date of the 
postmark (or if sent by certified or 
registered mail, the date of certification 
or registration) if it is deposited in the 
mail in the United States in an envelope,
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or other appropriate wrapper, first class 
postage prepaid, properly addressed.

(B) If after a disclosure statement has 
been furnished, or caused to be 
furnished, ta the benefited individual 
pursuant to paragraph (d)(4)(ii)(A) of 
this section and—

(1) On or before the earlier of the date 
of establishment or purchase, or

[2] On or before the last day on which 
the benefited individual is permitted to 
revoke the account, annuity, or 
endowment contract (if the benefited 
individual has a right to revoke the 
account, annuity, or endowment 
contract pursuant to the rules of 
subdivision (ii)(A) of this subparagraph), 
there becomes effective,a material 
adverse change in the information set 
forth in such disclosure statement or a 
material change in the governing 
instrument to be used in establishing the 
account, annuity, or contract, the trustee 
or issuer shall furnish, or cause to be 
furnished, to the benefited individual 
such amendments to any previously 
furnished disclosure statement or 
governing instrument as may be 
necessary to adequately inform the 
benefited individual of such change. The 
trustee or issuer shall be treated as 
satisfying this subdivision (ii)(B) of this - 
subparagraph only if material required 
to be furnished by this subdivision is 
received by the benefited individual at 
least seven days preceding the earlier of 
the date of establishment or purchase of 
the account, annuity, or endowment 
contract or if the benefited individual is 
permitted to revoke the account, 
annuity, or endowment contract on or 
before a date not less than seven days 
¿iter the date on which such material is 
received, pursuant to a  procedure for 
revocation otherwise satisfying the 
provisions of subdivision (ii)(A)(2) of 
this subparagraph.

(C) If the governing instrument is 
amended after the account, annuity, or 
endowment contract is no longer subject 
to revocation pursuant to subdivision 
(ii)(A) or (B) of this subparagraph, the 
trustee or issuer shall not later than the 
30th day after the later of the date on 
which the amendment is adopted or 
becomes effective, deliver or mail to the 
last known address of the benefited 
individual a copy of such amendment 
and, if such amendment affects a matter 
described in subdivisions (iii) through
(viii) of this subparagraph, a disclosure 
statement with respect to such matter 
meeting the requirements of subdivision
(iv) of this subparagraph.

(D) For purposes of subdivision (ii) (A) 
and (B) of this subparagraph, if a 
disclosure statement, governing 
instrument, or an amendment to either,

is mailed to the benefited individual, it 
shall be deemed (in the absence of 
evidence to the contrary) to be received 
by the benefited individual seven days 
after the date of mailing.

(E) In the case of a trust described in 
section 408(c) (relating to certain 
retirement savings arrangements for 
employees or members of associations 
of employees), the following special 
rules shall be applied:

[1] For purposes of this subparagraph, 
references to the benefited individual’s 
account, annuity, or endowment 
contract shall refer to the benefited 
individual’s interest in such trust, and

[2] The provisions of subdivision (ii) 
of this subparagraph shall be applied by 
substituting "the date on which the 
benefited individual’s interest in such 
trust commences’’ for "the earlier of the 
date of establishment or purchase” 
wherever it appear therein.

Thus, for example, if an employer 
establishes a trust described in section 
408(c) for the benefit of employees, and 
the trustee furnishes an employee with a 
disclosure statement and a copy of the 
governing instrument (as required by 
this subparagraph] on the date such 
employee’s interest in the trust 
commences, such employee must be 
given a right to revoke such interest 
within a period of at least seven days. If 
any contribution has been made within 
such period (whether by the employee 
or by the employer), the full amount of 
such contribution must be paid to such 
employee pursuant to subdivision 
(ii)(A)(2) of this subparagraph.

(iii) The disclosure statement required 
by this subparagraph shall set forth in 
nontechnical language the following 
matters as such matters relate to the 
account, annuity, or endowment 
contract (as the case may be);

(A) Concise explanations of—
(1) The statutory requirements 

prescribed in section 408(a) (relating to 
an individual retirement account) or 
section 408(b) (relating to an individual 
retirement annuity and an endowment 
contract), and any additional 
requirements (whether or not required 
by law) that pertain to the particular 
retirement savings arrangement.

(2) The income tax consequences of 
establishing an account, annuity, or 
endowment contract (as the case may 
be) which meets the requirements of 
section 408(a) relating to an individual 
retirement account) or section 408(b) 
(relating to an individual retirement 
annuity and an endowment contract), 
including the deductibility of 
contributions to, the tax treatment of 
distributions (other than premature 
distributions) from, the availability of 
income tax free rollovers to and from,

and the tax status of such account, 
annuity, or endowment contract.

(5) The limitations and restrictions on 
the deduction for retirement savings 
under section 219, including the 
ineligibility of certain individuals who 
are active participants in a plan 
described in section 219(b)(2)(A) or for 
whom amounts are contributed under a 
contract described in section 
219(b)(2)(B) to make deductible 
contributions to an account or for an 
annuity or endowment contract.

[4) The circumstances under which 
the benefited individual may revoke the 
account, annuity, or endowment 
contract, and the procedure therefor 
(including the name, address, and 
telephone number of the person 
designated to receive notice of such 
revocation). Such explanation shall be 
prominently displayed at the beginning 
of the disclosure statement.

(B) Statements to the effect that—
{1} If the benefited individual or his 

beneficiary engages in a prohibited 
transaction, described in section 4975(c) 
with respect to an individual retirement 
account, the account will lose its 
exemption from tax by reason of section 
408(e)(2)(A), and the benefited 
individual must include in gross income, 
for the taxable year dining which the 
benefited individual or his beneficiary 
engages in the prohibited transaction the 
fair market value of the account.

[2] If the owner of an individual 
retirement annuity or endowment 
contract described in section 408(b) 
borrows any money under, or by use of, 
such annuity or endowment contract, 
then, under section 408(e)(3), such . 
annuity or endowment contract loses its 
section 408(b) classification, and the 
owner must include in gross income, for 
the taxable year during which the owner 
borrows any money under, or by use of, 
¿Uch annuity or endowment contract, 
the fair market value of the annuity or 
endowment contract.

(5) If a benefited individual uses all or 
any portion of an individual retirement 
account as security for a loan, then, 
under section 408(e)(4), the portion so 
used is treated as distributed to such 
individual and the benefited individual 
must include such distribution in gross 
income for the taxable year during 
which he so uses such account.

(4) An additional tax of 10 percent is 
imposed by section 408(f) on 
distributions (including amounts deemed 
distributed as the result of a prohibited 
loan or use as security for a loan) made 
before the benefited individual has 
attained age 59Ms, unless such 
distribution is made on account of death 
or disability, or unless a rollover
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contribution is made with such 
distribution.

(5) Sections 2039(e) (relating to 
exemption from estate tax of annuities 
under certain trusts and plans) and 2517 
(relating to exemption from gift tax of 
specified transfers of certain annuities 
under qualified plans) apply (including 
the manner in which such sections 
apply) to the account, annuity, or 
endowment contract.

(6) Section 402(a)(2) and (e) (relating 
to tax on lump sum distributions) is not 
applicable to distributions from an 
account, annuity, or endowment 
contract.

(7) A minimum distribution is required 
under section 408(a) (6) or (7) and 408(b)
(3) or (4) (including a brief explanation 
of the amount of minimum distribution) 
and that if the amount distributed from 
an account, annuity, or endowment 
contract during the taxable year of the 
payee is less than the minimum required 
during such year, an excise tax, which 
shall be paid by the payee, is imposed 
under section 4974, in an amount equal 
to 50 percent of the excess of the 
minimum required to be distributed over 
the amount actually distributed during 
the year.

(5) An excise tax is imposed under 
section 4973 on excess contributions 
(including a brief explanation of an 
excess contribution).

(3) The benefited individual must file 
Form 5329 (Return for Individual 
Retirement Savings Arrangement) with 
the Internal Revenue for each taxable 
year during which the account, annuity, 
or endowment contract is maintained.

[10] The account or contract has or 
has not (as the case may be) been 
approved as to form for use as an 
account, annuity, or endowment 
contract by the Internal Revenue 
Service. For purposes of this 
subdivision, if a favorable opinion or 
determination letter with respect to the 
form of a prototype trust, custodial 
account, annuity, or endowment 
contract has been issued by the Internal 
Revenue Service, or the instrument 
which establishes an individual 
retirement trust account or an individual 
retirement custodial account utilizes the 
precise language of a form currently 
provided by the Internal Revenue 
Service (including any additional 
language permitted by such form), such 
account or contract may be treated as 
approved as to form.

[11] The Internal Revenue Service 
approval is a determination only as to 
the form of the account, annuity, or 
endowment contract, and does represent 
a determination of the merits of such 
account, annuity, or endowment 
contract.

[12] The proceeds from the account, 
annuity or endowment contract may be 
used by the benefited individual as a 
rollover contribution to another account 
or annuity or retirement bond in 
accordance with the provisions of 
section 408(d)(3).

[13] In the case of an endowment 
contract described in section 408(b), no 
deduction is allowed under section 219 
for that portion of the amounts paid 
under the contract for the taxable year 
properly allocable to the cost pf life 
insurance.

[14] If applicable, in the event that the 
benefited individual revokes the 
account, annuity, or endowment 
contract, pursuant to the procedure 
described in the disclosure statement 
(see subdivision (A)(4) of this 
subdivision (iii)), the benefited 
individual is entitled to a return of the 
entire amount of the consideration paid 
by him for the account, annuity, or 
endowment contract without adjustment 
for such items as sales commissions, 
administrative expenses or fluctuation 
in market value.

[15] Further information can be 
obtained from any district office of the 
Internal Revenue Service.

To the extent that information on the 
matters described in subdivisions (iii)
(A) and (B) of this subparagraph is 
provided in a publication of the Internal 
Revenue Service relating to individual 
retirement savings arrangements, such 
publication may be furnished by the 
trustee or issuer in lieu of providing 
information relating to such matters in a 
disclosure statement.

(C) The financial disclosure required 
by paragraph (d)(4) (v), (vi), and (vii) of 
this section.

(iv) In the case of an amendment to 
the terms of an account, annuity, or 
endowment contract described in 
paragraph (d)(4)(i) of this section, the 
disclosure statement required by this 
subparagraph need not repeat material 
contained in the statement furnished 
pursuant to paragraph (d)(4)(iii) of this 
section, but it must set forth in 
nontechnical language those matters 
described in paragraph (d)(4)(iii) of this 
section which are affected by such 
amendment.

(v) With respect to an account, 
annuity, or endowment contract 
described in paragraph (d)(4)(i) of this 
section (other than an account or 
annuity which is to receive only a 
rollover contribution described in 
paragraph (d)(4)(vi) of this section and 
to which no deductible contributions 
will be made), the disclosure statement 
must set forth in cases where either an 
amount is guaranteed over period of 
time (such as in the case of a

nonparticipating endowment or annuity 
contract), or a projection of growth of 
the value of the account, annuity, or 
endowment contract can reasonably be 
made (such <as in the case of a 
participating endowment or annuity 
contract (other than a variable annuity) 
or passbook savings account), the 
following:

(A) To the extent that an amount is 
guaranteed,

[1] The amount, determined without 
regard to any portion of a contribution 
which is not deductible, that would be 
guaranteed to be available to the 
benefited individual if (j ) level annual 
contributions in the amount of $1,000 
were to be made on the first day of each 
year, and [ii] the benefited individual 
were to withdraw in a single sum the 
entire amount of such account, annuity, 
or endowment contract at the end of 
each of the first five years during which 
contributions are to be made, at the end 
of the year in which the benefited 
individual attains the ages of 60, 65, and 
70, and at the end of any other year 
during which the increase of the 
guaranteed available amount is less 
than the increase of the guaranteed 
available amount during any preceding 
year for any reason other than decrease 
of cessation of contributions, and

[2] A statement that the amount 
described in subdivision (v)(A)(7) of this 
subparagraph is guaranteed, and the 
period for which guaranteed;

(B) To the extent a projection of 
growth of the value of the account, 
annuity, or endowment contract can 
reasonably be made but the amounts are 
not guaranteed.

(1) The amount, determined without 
regard to any portion of a contribution 
which is not deductible, and upon the 
basis of an earnings rate no greater 
than, and terms no different from, those 
currently in effect, that would be 
available to the benefited individual if 
(0 level annual contributions in the 
amount of $1,000 were to be made on the 
first day of each year, and [ii] the 
benefited individual were to withdraw 
in a single sum the entire amount of 
such account, annuity, or endowment 
contract at the end of each of the first 
five years during which contributions 
are to be made, at the end of each of the 
years in which the benefited individual 
attains the ages of 60, 65, and 70, and at 
the end of any other year during which 
the increase of the available amount is 
less than the increase of the available 
amount during any preceding year for 
any reason other than decrease or 
cessation of contributions, and 
. [2] A statement that the amount 

described in paragraph (d)(4)(v)(B)(i) of 
this section is a projection and is not
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guaranteed and a statement of the 
earnings rate and terms on the basis of 
which the projection is made;

(C) The portion of each $1,000 
contribution attributable to the cost of 
life insurance, which would not be 
deductible, for each year during which 
contributions are to be made; and

(D) The sales commission (including 
any commission attributable to the sale 
of life insurance), if any, to be charged 
in each year, expressed as a percentage 
of gross annual contributions (including 
any portion attributable to the cost of 
life insurance) to be made for each year.

(vi) With respect to an account or 
annuity described in paragraph (d)(4)(i) 
of this section to which a rollover 
contribution described in section 
402(a)(5)(A), 403(a)(4)(A), 408(d)(3)(A) or 
409(b)(3)(C) will be made, the disclosure 
statement must set forth, in cases where 
an amount is guaranteed over a period - 
of time (such as in the case of a non­
participating annuity contract, or a 
projection of growth of the value of the 
account or annuity can reasonably be 
made (such as in the case of a 
participating annuity cohtract (other 
than a variable annuity) or a passbook 
savings account), the following:

(A) To the extent guaranteed,
(1) The amount that would be 

guaranteed to be available to the 
benefited individual if (i) Such a rollover 
contribution in the amount of $1,000 
were to be made on the first day of the 
year, (ii) No other contribution were to 
be made, and (iii) The benefited 
individual were to withdraw in a single 
sum the entire amount of such account 
or annuity at the end of each of the first 
five years after the contribution is made, 
at the end of the year in which the 
benefited individual attains the ages of 
60, 65, and 70, and at the end of any 
other year during which the increase of 
the guaranteed available amount is less 
than the increase of the guaranteed 
available amount during any preceding 
year, and

(2) A statement that the amount 
described in paragraph (d)(vi)(A)(l) of 
this section is guaranteed;

(B) To the extent that a projection of 
growth of the value of the account or 
annuity can reasonably be made but the 
amounts are not guaranteed,

(1) The amount, determined upon the 
basis of an earnings rate no greater 
than, and terms no different from, those 
currently in effect, that would be 
available to the benefited individual if 
(i) such a rollover contribution in the 
amount of $1,000 were to be made on the 
first day of the year, (ii) no other 
contribution were to be made, and (iii) 
the benefited individual were to 
withdraw in a single sum the entire

amount of such account or annuity at 
the end of each of the first five years 
after the contribution is made, at the end 
of each of the years in which the 
benefited individual attains the ages 60, 
65, 70, and at the end of any other year 
during which the increase of the 
available amount is less than the 
increase oT the available amount during 
any preceding year, and

(2) A statement that the amount 
described in paragraph (d)(4)(vi)(B) (1) 
of this section is a projection and is not 
guaranteed and a statement of the 
earnings rate and terms on the basis of 
which the projection is made; and

(C) The sales commission, if any, to be 
charged in each year, expressed as a 
percentage of the assumed $1,000 
contribution.

(vü) With respect to an account, 
annuity, or endowment contract 
described in paragraph (d)(4)(i) of this 
section, in all cases not subject to 
paragraph (d)(4) (v) or (vi) of this section 
(such as in the case of a mutual fund or 
variable annuity), the disclosure 
statement must set forth information 
described in subdivisions (A) through 
(C) of this subdivisions (vii) based (as 
applicable with respect to the type or 
types of contributions to be received by 
the account, annuity, or endowment 
contract) upon the assumption of (1) 
level annual contributions of $1,000 on 
the first day of each year, (2) a rollover 
contribution of $1,000 on the first day of 
the year and no other contributions, or
(3) a rollover contribution of $1,000 on 
the first day of the year plus level 
annual contributions of $1,000 on the 
first day of each year,

(A) A description (in nontechnical 
language) with respect to the benefited 
individual's interest in the account, 
annuity, or endowment contract, of:

(1) Each type of charge, and the 
amount thereof, which may be made 
against a contribution,

(2) The method for computing and 
allocating annual earnings, and

(5) Each charge (other than those 
described in complying with paragraph
(d)(4)(vii)(A)(l) of this section) which 
may be applied to such interest in 
determining the net amount of money 
available to the benefited individual and 
the method of computing each such 
charge;

(B) A statement that growth in value 
of the account, annuity, or endowment 
contract is neither guaranteed nor 
projected; and

(C) The portion of each $1,000 
contribution attributable to the cost of 
life insurance, which would not be 
deductible, for every year during which 
contributions are to be made.

(viii) A disclosure statement, or an 
amendment thereto, furnished pursuant 
to the provisions of this subparagraph 
may contain information in addition to 
that required by paragraph (d)(4)(iii) 
through (vii) of this section. However, 
such disclosure statement will not be 
considered to comply with the 
provisions of this subparagraph if the 
substance of such additional material or 
the form in which it is presented causes 
such disclosure statement to be false or 
misleading with respect to the 
information required to be disclosed by 
this paragraph.

(ix) The provisions of section 6693, 
relating to failure to provide reports on 
individual retirement accounts or 
annuities, shall apply to any trustee or 
issuer who fails to furnish, or cause to 
be furnished, a disclosure statement, a 
copy of the governing instrument, or an 
amendment to either, as required by this 
paragraph,

(x) This section shall be effective for 
disclosure statements and copies of 
governing instruments mailed, or 
delivered without mailing, after 
February 14,1977.

(xi) This section does not reflect the 
amendments made by section 1501 of 
the Tax Reform Act of 1976 (90 Stat.
1734) relating to retirement savings for 
certain married individuals.

§ 1.408-7 Reports on distributions from  
individual retirement plans.

(a) Requirem ent o f  report The trustee 
of an individual retirement account or 
the issuer of an individual retirement 
annuity who makes a distribution during 
any calendar year to an individual from 
such account or under such annuity 
shall make a report on Form W -2P (in 
the case of distributions that are not 
total distributions) or Form 1099R (in the 
case of total distributions), and their 
related transmittal forms, for such year. 
The return must show the name and 
address of the person to whom the 
distribution was made, the aggregate 
amount of such distribution, and such 
other information as is required by die 
forms.

(b) Amount subject to this section .
The amounts subject to reporting under 
paragraph (a) include all amounts 
distributed or made available to which 
section 408(d) applies.

(c) Time and p la ce  fo r  filing. The 
report required under this section for 
any calendar year shall be filed after the 
close of that year and on or before 
February 28 of the following year with 
the appropriate Internal Revenue 
Service Center.

(d) Statem ent to recipients. (1) Each 
trustee or issuer required to file Form 
1099R or Form W -2P under this section
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shall furnish to the person whose 
identifying number is (or should be) 
shown on the forms a copy of the form.

(2) Each statement required by this 
paragraph to be furnished to recipients 
shall be furnished to such person after 
November 30 of the year of the 
distribution and on or before January 31 
of the following year.

(e) E ffective date. This section is 
effective for calendar years beginning 
after December 31,1977.

Par. 3. The following new section is 
added immediately after § 1.408-7:

§ 1.409-1 Retirement bonds.
(a) In general. Section 409 authorizes 

the issuance of bonds under the Second 
Liberty Bond Act the purchase price of 
which would be deductible under 
section 219. Section 409 also prescribes 
the tax treatment of such bonds. See 
paragraph (b) of this section.

(b) Incom e tax treatm ent o f  bonds— 
(1) G eneral rule. Except as provided in 
paragraph (b)(2) of this section, the 
entire proceeds upon redemption of a 
retirement bond described in section 409 
(a) shall be included in the gross income 
of the taxpayer entitled to such 
proceeds. If a bond has not been 
tendered for redemption by the 
registered owner before the close of the 
taxable year in which he attains age 
7 0 V2 , he must include in his gross 
income for such taxable year the 
amount of the proceeds he would have 
received if the bond had been redeemed 
at age 70 V2 . The provisions of sections 
72 and 1232 do not apply to a retirement 
bond.

(2) Exceptions, (i) If a retirement bond 
is redeemed within 12 months after the 
issue date, the proceeds are excluded 
from gross income if no deduction is 
allowed under section 219 on account 0? 
the purchase of such bond. For 
definition of issue date, see 3 1 CFR 
346.1(c).

(ii) If a retirement bond is redeemed 
after the close of the taxable year in 
which the registered owner attains age 
70y2 the proceeds from the redemption 
of the bond are excludable from the 
gross income of the registered owner or 
his beneficiary to the extent that such 
proceeds were includible in the gross 
income of the registered owner for such 
taxable year.

(iii) If a retirement bond is 
surrendered for reissuance in the same 
or lesser face amount, the difference 
between current redemption value of the 
bond surrendered for reissuance and the 
current surrender value of the bond 
reissued is includible in the gross 
income of the registered owner.

(3) Basis. The basis of a retirement 
bond is zero.

(c) R ollover. The first sentence of 
paragraph (b)(1) of this.section shall not 
apply in any case in which a retirement 
bond is redeemed by the registered 
owner before the close of the taxable 
year in which he attains the age of 70 V2  
if he transfers the entire amount of the 
proceeds of such redemption to­

il) An individual retirement account
described in section 408(a) or an 
individual retirement annuity described 
in section 408(b) (other than an 
endowment contract described in 
§ 1.408-3(e)), or

(2) An employees’ trust which is 
described in section 401(a) which is 
exempt from tax under section 501(a), 01; 
an annuity plan described in section 
403(a), for the benefit of the registered 
owner, on or before the 60th day after 
the day on which he received the 
proceeds of such redemption. This 
subparagraph shall not apply in the case 
of a transfer to a trust or plan described 
in (c)(2) of this section unless no part of 
the purchase price of the retirement 
bond redeemed is attributable to any 
source other than a rollover contribution 
from such an employees’ trust or annuity 
plan (other than an annuity plan or 
employees’ trust forming part of a plan 
under which the individual was an 
employee within the meaning of section 
401(c)(1) at the time contributions were 
made on his behalf under the plan).

(d) A dditional tax. (1) Early  
redem ption. Except as provided in 
paragraph (d)(2) of this section, under 
section 409(c) if a retirement bond is 
redeemed by the registered owner 
before he attains age 59%, his tax under 
chapter 1 of the Code, is increased by an 
amount equal to 10 percent of the 
proceeds of the redemption includible in 
his gross income for the taxable year. 
Except in the case of the credits 
allowable under sections 31, 39, or 42, no 
credit can be used to offset the tax 
described in the preceding sentence.

(2) Lim itations. Paragraph (d)(1) of 
this section shall not apply if—

(i) During the taxable year of the 
registered owner in which a' retirement 
bond is redeemed, the registered owner 
becomes disabled within the meaning of 
section 72(m)(7), or

(ii) A retirement bond is tendered for 
redemption in accordance with 
paragraph (b)(2)(i) of this section.

§ 54.4974-1 Excise tax on accumulations 
in individual retirement accounts or 
annuities.

(a) G eneral rule. A tax equal to 50 
percent of the amount by which the 
minimum amount required to be 
distributed from an individual 
retirement account or annuity described 
in section 408 during the taxable year of 
the payee under paragraph (b) of this 
section exceeds the amount actually 
distributed during the taxable year is 
imposed by section 4974 on the payee.

(b) Minimum amount requ ired to be  
distributed. For purposes of this section, 
the minimum amount required to be 
distributed is the amount required under 
i  1.408-2(b)(6)(v) to be distributed in the 
taxable year described in paragraph (a) 
of this section.

(c) Exam ples. The application of this 
section may be illustrated by the 
following examples.

Exam ple (1). In 1975, the minimum amount 
required to be distributed under § 1.408- 
2(b)(6)(v) to A under his individual retirement 
account is $100. Only $60 is actually 
distributed to A in 1975. Under section 4974, 
A  would have an excise tax liability of $20 
(50% of ($100—$60)).

Exam ple (2). Although no distribution is 
required under § 1.408-2(b)(6)(v) to be made 
in 1986, H, a married individual bom on 
February 1,1921, who has established and 
maintained an individual retirement account 
decides to begin receiving distributions from 
the account beginning in 1986. H’s wife, W, 
was bom on March 6,1921. H and W  are 
calendar year taxpayers. H decides to receive 
his interest in the account over the joint life 
and last survivor expectancy of himself and 
his wife. On January 1,1986, the balance in 
H’s account is $10,000: H and W, based on 
their nearest birthdates, are 65; and the joint 
life and last survivor expectancy of H and his 
wife is 22.0 years (see Table II of § 1.72-9).
His annual payments during the following 
years (none of which were required) were 
determined by dividing the balance in the 
account on the first day of each year by the 
joint life and last survivor expectancy 
reduced by the number of whole years 
elapsed since the distributions were to 
commence.

Date

Life 
expec­
tancy 
minus 
whole 

' years 
elapsed

Account
balance

at
begin­
ning of 
each 
year

An­
nual
pay­
ment

Jan. 1 .1 9 8 6 ........................... 22.0 $10,000 $455
Jan. 1 ,1 9 8 7 ........................... .......  21.0 10,118 482
Jan. 1 ,1 9 8 8 ........................... .......  20.0 10,214 511
Jan. 1 ,1 9 8 9 ........................... .......  19.0 10,285 541
Jan. 1 ,1 9 9 0 ........................... .......  18.0 10,329 574
Jan. 1,1991........................... .......  17.0 10,340 608

PART 54—PENSION EXCISE TAXES For 1986t 1987j 1989i an(j 1990> the amount
required to be distributed under

»  r n  • .. . $ 1.408—2(b)(6)(v) is zero.
Par. 4. The following new section is

added immediately after § 53.4952-1:
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Thus, H would have no excise tax liability 
under section 4974 for these years. In 1991, 
the year H attains age 70Vfe, die amount 
required to be distributed from the account 
under § 1.408-2(b)(6)fv) is $565, determined 
by dividing $10,340 (the account balance as of 
January 1,1991) by 18.8 years (the joint life 
and last survivor expectancy of H and W, 
assuming they are both still living, as of . 
January 1,1991). If W  should die after 
December 31,1990, the joint life and last 
survivor expectancy determined on January 1, 
1991 (18.3 years) would not be redetermined. 
Because the amount distributed from the 
account in 1991 ($608) exceeds the amount 
required to be distributed from the account in 
1991 ($565), H has no excise tax liability 
under section 4974 for 1991.

Example (3). Assume the same facts as in 
example (2) except that W dies in 1988. For 
1988,1989, and 1990, the amount required to 
be distributed under § 1.408-2(b)(6)(v) is zero. 
Thus, H would have no excise tax liability 
under section 4974 for these years. In 1991, 
the amount required to be distributed under 
§ 1.408-2(b)(6)(v) is $855, determined by 
dividing $10,340 (the account balance as of 
January 1,1991) by 12.1 years (the life 
expectancy of H as of January 1,1991). 
Because the amount distributed from the 
account in 1991 ($608) is less than the amount, 
required to be distributed from the account in 
1991 ($855), H has an excise tax liability of 
$123.50 under section 4974 for 1991 [50% of 
($855—$608)].
[FR Doc. 80-24001 Filed 8-7-80; 8:45 am]
BILLING CODE 4830-01-M

'— :---------------- l-------------:----------------------------------------------fi
26 CFR Part 48
[T.D. 7709]

Excise Taxes; Payments To Be Made 
To Aerial Applicators in Certain Cases

Corrections
In FR Doc. 80-22380 appearing at page 

49544 in the issue for Friday, July 25, 
1980, make the following changes:

(1) On page 49546, third column, 
eleventh line from the bottom, “o f ’ 
should read "or”.

(2) On page 49547, first column, third 
line of paragraph (f), "tanant” should 
read “tenant”.

BILLING CODE 150S-01-M

DEPARTMENT OF DEFENSE 

Department of the Air Force 

32 CFR Part 853

Security Qualifications for Membership 
in the USAF
a g e n c y : Department of the Air Force, 
DOD.

ACTION: Final rule.

s u m m a r y : The Department of the Air 
Force is amending Title 32, Chapter VII 
of the CFR by deleting Part 853, Security 
Qualifications for Membership in the 
USAF. This rule is deleted because the 
basic document has been rescinded. The 
intended effect of this amendment is to 
improve 32 CFR, Chapter VII, by 
removing unnecessary material. 
EFFECTIVE DATE: August 1,1980.
FOR FURTHER INFORMATION CONTACT: 
Mrs. Carol M. Rose, Air Force Federal 
Register Liaison Officer, AS/DASJR, 
Pentagon, Washington, DC 20330, 
telephone: (202) 697-1861.

PART 853 [Deleted]

Title 32 of the Code of Federal 
Regulations is amended by deleting Part 
853 in its entirety.
Carol M. Rose,
A irforce Federal Register, Liaison Officer.
(FR Doc. 80-23902 Filed 8-7-80; 8:45 am]
BILLING CODE 3910-01-M

OFFICE OF PERSONNEL 
MANAGEMENT

45 CFR Part 801

Voting Rights Program; Appendix A: 
'Georgia

a g e n c y : Office of Personnel
Management
a c t io n : Final rule.

SUMMARY: This Notice identifies the 
location of 8 new offices for filing of 
applications or complaints under the 
Voting Rights Act of 1965, as amended. 
EFFECTIVE DATE: July 31,1980.
FOR FURTHER INFORMATION CONTACT: 
Mr. Michael Clogston, Coordinator 
Voting Rights Program, Office of 
Personnel Management Washington,
D.C. 20415, 202-632-4540. 
SUPPLEMENTARY INFORMATION: The 
Attorney General has certified that in 
his judgment the appointment of 
examiners to serve in the counties of 
Calhoun, Bulloch, Early, Johnson, 
Mitchell, Sumter, Telfair and T ift  all in 
the State of Georgia, is necessary to 
enforce the guarantees of the Fourteenth 
and Fifteenth amendments to the 
Constitution. Accordingly, pursuant to 
section 6 of the Voting Rights Act of 
1965, as amended, 42 U.S.C 1973d, the 
U.S. Office of Personnel Management 
has appointed examiners to serve in 
those counties. OPM has determined 
that this is a non-significant regulation 
for the purpose of E .0 .12044.

Office of Personnel Management.
Beverly M. Jones 
Issuance System Manager.

Appendix A to 45 CFR Part 801 is 
amended as set out below to show 
under the heading “Dates, Times And 
Places For Filing,” additional places for 
filing in Georgia.
* * * * *

GEORGIA

County; Place for filing; Beginning date 
Bulloch; Statesboro—Federal Building, 

Conference Room 208,52 North Main Street; 
August 5,1980.

Calhoun; Morgan—Soil Conservation 
Service, Main Street P.O. Box 113; August 5, 
1980.

Early; Blakely—Qual Motet Room 26, U.S. 
27 South; August 5,1980.

Johnson; Wrightsville—U.S. Post Office, 
Basement Office 1,151 South Marcus; August
5,1980.

Mitchell; Camilla—FHA District Office 
Conference Room, Building 10A, Broad Street; 
August 5,1980.

Sumter; Americus—Federal Building and 
Court House, Basement Conference Room 
128, East Forsyth Street; August 5,1980.

Telfair; McRae—Postmasters Office, U.S. 
Post Office. 211 South Second Avenue;
August 5,1980.

Tift; Tifton—FHA, Conference Room 306, 
Tifton County Administrative Building, 225 
Tift Avenue; August 5,1980.
(5 U.S.C. 1103,; Sec. 7, 9, 79 Stat. 440, 441, (42 
U.S.C. 1973e, 1973g))
[FR Doc. 80-23975 Filed 8-7-60; 8:45 am]
BILLING CODE 8325-01-4*

FEDERAL COMMUNICATIONS 
COMMISSION

47 CFR Part 73
[BC Docket No. 80-39; RM-3231]

FM Broadcast Station in Los Osos- 
Baywood Park, Calif.; Changes Made in 
Table of Assignments
AGENCY: Federal Communications 
Commission.
ACTION: Final rule (Report and Order).

SUMMARY: Action taken herein assigns a 
first Class B FM channel to Los Osos- 
Baywood Park, California, as that 
community’s first FM assignment, in 
response to a petition filed by Thomas
B. and Margrethe T. Friedman. The 
proposed channel could be used to 
provide a first local aural broadcast 
service to that community.
EFFECTIVE DATE: September 15 ,1980 . 
ADDRESSES: Federal Communications 
Commission, Washington, D.C. 20554. 
FOR FURTHER INFORMATION CONTACT: 
Montrose H. Tyree, Broadcast Bureau, 
(202 )632-9660 .


